
REPORTS 

OF 

CURRENCY COMMITTEES 

Herschell Committee of 1 893 - 
Fowler Committee of 1 898 
Chamberlain Commission of 1 9 1 4 
Babington Smith Committee of 1919 
Hilton Young Commission of 1926- 



( Reprinted in India,') 


CALCUTTA: GOVERNMENT OF INDIA 
CENTRAL PUBLICATION BRANCH 

1931 


Government of India Publications are obtainable from the Government of India Central Publi- 
cation Branch, 3, Government pace, West, Calcuttf, and from the following Agents 


EUROPE. 

OMTOB OV IBS HIGH COMMISSIONER FOR INDIA, 
Ibdu House, AiDvrjrca, LONDON, w. C. 2. 

And at all Booksellers. 




IS|)I4 AMP CEYLQN ; Provincial Rook Dei?6ts. 

-Superintendent, Government Press, &tmt Rflgd, Madras. 

a. a Vi o WJtnftnn on/1 gistlntfiibVV' 1 Gl 


Bin*- 


Karachi. 


-Library attached to the Office of the Commissioner In Sind, Kara 
&: — Bengal Secretariat Book Depdt, Writers’ Buildings, Boom No. 


1, Ground Floor, Calcutta. 


op AgeT IS^UDHV—Superlntendeiifc of Government Press, United Provinces of Agra and Oudh, Allahabad. 
SSSrAB:— Superintendent, Government Printing, Punjab, Lahore, 
s . c«n 0 rint AnriAvi^ Government Printing, Burma, Rangoon. 

‘ ‘ ’ * Government Printing, Central Provinces, Nagpur. 

_ j^p ; — oupetiuccuuowL, uu^cmiucuv xiauv,^, Bihar and Orissa, P. 0, Gulzarbagh, Patna. 

N(mTH- WBST Frontier Province Manager, Government Printing and Stationery, Peshawar. 


Spink * Co-, Calcutta and Simla, 

W. Newma n * ui {’ 

2l.^i5ijmScto<Ss’uTOlyDePBt» 309, Bow Bazar Street, Calcutta. 
SS^Sth * Co- ?bW ltd., Calcutta. 

K^ ^tt^«! 1( £S pan T' Calcu * ta - 

A**^^? t ?®tterjee <6 Co., ltd., 18, College Square, Calcutta. 
Calcutta. 



otr 05 UU»| VO*0f Aom/ww -wummivaj* 

gar — • “**• 

•Batumi Flying 9L Municipal Market, Calcutta. 
**< %”& ^Proprietor, Albert Library, Dacca. 
Hiurinbotbams, 

S°A.°mt^ & <%> M»jj* Geor « e »"">■ Ma ' b “* 

P. V*i»daehary *Ce.» Madras. 

lLw pSbU«Wng M O^My la P'> re . Madras. 

Resort, Talked, Trivandrum, South India. 

“•J “SS i™. ■— » • 


Central Book Deudt, Madura. 

VIJapux * Co., Vlzagapatam. 

Ebacker & Co., Ltd., Bombay. 

D. B. Taraporevala Sons & Co., Bombay. 

Bam Chandra Govind & Sons, KalbadevI Road, Bombay, 
j jj xrlpatbi & Co., Booksellers, Princess Street, Kalbadevi 
Rood, Bombay. 

Vem ^ Secondhand Bookshop, KalbadevI Road, Bombay 


J.M. Pandla dt Co., Bombay. 

A. H. ■Wheeler & Co., Allahabad, Calcutta and Bombay. 
Bombay Book Depat, Glrgaon, Bombay. 

Bemwtt, Coleman A Co., Ltd., The Times of India Press, 
Bombay. 

*he Manager, Oriental Book Supplying Agency, 15, Shukrawar, 
Poona City. m 

Bema Krishna Bros., Opposite Vlshrambag, Poona City, 
g. B. Bookstall, 21, Budhwar, Poona. 

<fc Sons, Booksellers and Publishers, Bhaga Talao, 

Surat. 

The standard Book and Stationery Co., 32-83, Axbab Road, 
Peshawar. 

The Students Own Book Depot, Dharwai. 
fihrl Shankar Karnataka Pustaka Bhandara, Malamuddl, 
Dharwar. 


The Standard Bookstall, Karachi, Quetta, Delhi, Mu me and 
Rawalpindi. 

•Hossenhhoy, Karimji <k Sons, Karachi* 


The English Bookstall, Karachi. 

The Standard Bookstall, Quetta. 

U. P. Malhotra & Co“, Quetta. 

j. Ray <fe Sons, 43. K. &" L., Edwardes Road, Rawalpindi, 
Murree and Lahore. 

The Standard Book Depdt, Lahore. Nainltal, Mnsaoorie, 
Dalhousfe, Ambala Cantonment and Delhi. 

The North India Christian Tract and Book Society, 18, dive 
Road, Allahabad. 

Ram Naraln Lai, Katra, Allahabad. 

The Indian Army Book Depdt, Dayalbagh, Agra. 

Narayan & Co., Meston Road, Cawnpore. 

The Indian Army Book Depdt, Jullundur City — Daryaganj , 
Delhi. 

Manager, Newal Klshore Press, Lucknow. 

The Upper India Publishing House, Ltd., Literature Palace, 
Ammuddaula Park, Lucknow. 

Ral Sahib M. Gulab Singh <fe Sons, Mufld-i-Atn Press, Lahore 
and Allahabad. 

Rama Krishna <ft Sons, Booksellers, Anarkall, Lahore. 

Students Popular Depdt, Anarkali, Lahore. 

The Standard Bookstall, Lahore. 

The Proprietor, Punjab Sanskrit Book Depdt, Saidmltha Street, 
Lahore. 

. The Insurance Publicity Co., Ltd., Lahore. 

1 The Punjab Religious Book Society, Lahore. 

The Commercial Book Co., Lahore. 

The University Book Agency, Kacharl Road, Lahore. 

Manager of the Imperial Book Depdt, 63, Chandney Chawk 
Street, Delhi. 

J. M. Jalna & Bros., Delhi. 

Fono Book Agency, New Delhi and Simla. 

Oxford Book and Stationery Company, Delhi, Lahore, Simla, 
Meerut and Calcutta. 

Supdt., American Baptist Mission Press, Rangoon. 

Burma Book Club, Ltd., Rangoon. 

S. C. Taiukdar, Proprietor, Students <fc Co., Cooch Behar. 

The Manager, The Indian Book Shop, Benares City. 
Nandkishore d Bros., Chowk, Benares City. 

The Srivllllputtur Co-operative Trading Union, Ltd*, SrlvfUi* 
puttur (S. I. R.). 

Raghunath Prosad & Sous, Patna City. 

The Students’ Emporium, Patua. 

K. L. Mathur & Bros., Guzrl, Patna City. 

Kamala Book Stores, Banklpore, Patna. 

G. Banerjea and Bros., Ranchi. 

M. C. Kothari, Ralpura Road, Baroda. 

The Hyderabad Book Depdt, Chadergh&t, Hyderabad (Deccan) 
S. Krishnasvaml & Co., Teppakulam P, O., Trlchlnopoly Fort’ 
Karnataka Publishing House, Bangalore City. 

Bheema Sons, Fort, Bangalore City. 

Superintendent, Bangalore Press, Lake View, Mysore Road, 
Bangalore City. ’ * 


Agent in Palestine : — Steimatzky, Jerusalem, 
* Agent for publications on aviation only* 



TABIiE OF CONTENTS. 


Hei'sehell Committee of 1893 
Fowler Com m ittee of 189S 
Chamberlain Commission of 1914 . 
Babirigton Smith Committee of 1919 
Hilton Young- Commission of 1926 


Pages. 
1 — 58 

59 — ioi 

103 — 234 

235 — 323 

325 — 45 T 




REPORT OP THE INDIAN CURRENCY COMMITTEE. 


Analysis of the Report. 

Para. Para. 

Statement of the Question 1 — 2 — 

Question referred to the Committee .... — 1 

Points to be considered — 2 

Financial difficulties of the Government of India . . 3 — 5 — 

Increase in number of rupees needed to discharge 

gold obligations — 8 

Consequent present deficiency — 4- 

Prospect of further fall in exchange : Sir D. 

Barbour on the situation ..... — 5 

V alue of silver ........ 6 — 16 — 

Recent production of silver ..... — 6 

Bland Act in United States ..... — 7 

Sherman Act ......... — 8 

Rise in value of silver in 1890 — 9 

Effect of American legislation and Indian imports on 
value .......... — 10 

Further fall in value of silver to be expected . . — 11 

Brussels Conference — 12 

Agitation in United States ...... — 13 

Possible repeal of Sherman Act ..... — 14 

Increase in production notwithstanding fall in price . — 15 

Effect of further fall on remittances of Government of 
India .......... — 16 

Claims of Indian officials ....... 17 — 18 — 

Servants of Government — 17 

Practice of private employers — 18 


Expansion of revenue ...... 

Expansion of revenue hitherto .... 

Cannot be relied upon to meet future deficiencies 


19—20 


19 

20 


Effect of fall in exchange on the people of India and its 
commerce .......... 21 — 34 — 

Effect of fall in exchange on the people of India . — 21 

Effect on the remittance of produce .... — 22 

Transfer of burdens from one class to another . . — 23 

Effect on commerce ....... — 24 

Harassment of trade by fluctuations .... — 25 

Fluctuations add to the risks of trade ... — 26 

Alleged stimulation of exports by fall in exchange . — 27 

Gheck to investments in India ..... — 28 

Attraction of open mints for depreciating silver . — 29 

Reeent imports and coinage of silver ; export of gold . — 30 

Prices in India seem to be rising .... — 31 

Import of useless silver injurious to India . . — 32 

Effects if fall should continue — 33 



11 


Existing evils would be intensified, and increase of 
taxation become necessary • • • • • 

Possibility of increasing taxation • • • • • 

Existing taxes : — 

Land revenue . 

Salt tax ...•••••* 
Stamp duties ....••*• 

Excise 

Import duties 
Export duties . 

Income tax ........ 

New taxes : — 

Sugar and tobacco ....... 

Succession duty ........ 

Conclusions as to increase of taxation ... 

Possibility of reducing expenditure . . . • 

Possibility of reducing deficit by charging more ex- 
penditure to capital . ...... 


Prbposals of the Government of India .... 
Despatch of 21st June 1892 : Sir D. Barbour’s Minute 
Telegram of 22nd "January 1893 . 

Draft Bill 

Sir D. Barbour’s arguments in support of the 
proposals ......... 

Effect of the proposals . . . . 

Substance of the proposals ...... 

Effect of closing the mints on uncoined silver . 
Amount of new coinage in India in recent years 
Silver bullion in paper currency reserve 
Total demand of India for currency purposes . 
Imports of silver into India ..... 

.United States currency demand . 

Production of silver in the world . 

Probable consequence of cessation of American and 
Indian demands ....... 

Possible panic ........ 

Possible rise in value of gold . 

Effect on value of uncoined silver . 

Effect on value of coined rupees . 

Effect of closing the mints, coupled with making the 
sovereign a legal tender at Is. 6 d. the rupee . 

Objections to the proposals : (1) as to their practicability . 

Practicability of maintaining the rupee at an artifi- 
cial value : precedents ...... 

Different currency systems of different nations . 
Principles of currency of United Kingdom . 

Gold formerly considered the principal medi um 
of exchange 

Stocks of legal tender money in the United 
Kingdom 


Para. Para. 

— 34 

35—44 — 

— 35 

— 36 

— 37 

— 38 

— 39 

— 40 

— 41 

— 42 

— 43 

— 44 


45 — 

— 46 


47 — 50 — . 

— 47 

— 48 

— 49 

— 50 

51—65 — 

_ 51 

— 53 

— 54 

— 55 

— 56 

— 57 

— 58 

— 59 

— 60 

— 61 

— 62 

— 63 

— 64 

— 65 

66 — -103 — 

— 66 

67— 98 — 

— 67—70 

— 68 


70 



Hi 


Para. Para. 

Principles of currency in India : stock of silver . — 71 

Other countries : principles of currency and 

stocks ......... — 72 

United States ....... - — 73 

Silver maintained at ratio of 16 to 1 . . 74 

Canada — 75 


Notes and silver at gold value of United 
States ........ 

West Indies ....... 

Silver token currency at gold value 
Germany ........ 

Resembles that of United Kingdom . 
Scandinavia ....... 

Latin Union : — 


France — 82 

Gold standard, with much silver circulating 

at gold value ...... — 83 

Belgium — 84 

Italy — 86 

Holland and the Dutch East Indies: — 

History of adoption of gold standard . . — 88 

Gold standard, with silver and paper 

currency ....... — 89 

Austria-Hungary : — 

History of adoption of gold standard . . — 90 

Parity of exchange maintained by closing 

mints .' .' .' . . — 91 

Brazil : — Parity of forced paper currency main- 
tained ........ — 92 

Results of examinations of different systems of 

currency ......... — 93 — 98 

Parity of exchange maintained under various 

circumstances ........ — 93 

Austria-Hungary compared with India . . . — 94 

Russia .......... — 95 

Result of the above precedents : — 

United States : France : Austria-Hungary . — 96 

Holland and her dependencies .... — 97 

General conclusion ...... — 98 

Use of precious metals as currency in India . . . 99 — 103 -- 

Question as to difficulty of getting people of India 

to adopt gold ........ — 99 

Use of gold in India ....... — 100 — 103 

Objections to the proposals : (2) on the ground of 

inexpediency ........ 104 — 136 — 

Objections (a) supposing the ratio not to be raised 

and silver to fall ....... 105 — 129 — 

Spurious coinage ....... — 105 

Effect on hoards of silver ..... — 106 

Existing losses would be stereotyped . . . — 107 


Inconvertible token currency would be created 
with a gold standard, but without a gold 
currency ........ 


76 

77 

78 

79 

80 
81 


108 



Para. 


Para. 


Ourrencv would not be automatic • • • 

Burden "of taxation would be increased 
Present prices would not be altered • 
Alternative of increased taxation a still more 
formidable difficulty . 

Trade with, silver-using countries . - • _ * 

Trade of India in competition with silver-using 
countries ..••••*• 

Exports of India to silver-using countries . 
Manufacture in such countries of goods compet- 
ing with Indian exports - - ... 

Opium trade with China . . . * 

Competition of silver-using countries with India 
in other markets ......* 

Tea plantations ....... 

China might produce what she now imports 
from India ........ 

Balance of trade and Council bills .... 

Export trade : Council bills ..... 

India must pay her debts in whatever is the most 
convenient form ....... 

Currencies of Native States ...... 

Ceylon and Mauritius ....... 


— 109 

— 110 

— Ill 

— 112 

— 113 

— 114 

— 115 

— 116 

— 117 

— 118 

— 119 

— 120 

— 121 

— 122 

— 123 

— 124—128 

— 129 


Objections (b) supposing the ratio to be raised materially 
above the present level ....... 

The same objections as if the ratio were not raised . 
Spurious coinage : trade : inconvertible currency 
Objections founded on effect upon rupee prices and 
fixed burdens ........ 

Injury to Eastern trade 


130—136 


132 

133 

134 
136 


Alternative schemes 137 — 145 — 

Charge on silver ........ — 137 

Seignorage : — 

Fixed in amount ...... — 138 

Varying inversely as the gold price of silver . . — 139 

Indirect method of altering the standard . . — 14 Q 

Regarded as a mode of raising revenue unsatis- 
factory — i4i 

Duty on silver imported ...... — 142 

Coinage of heavier rupees ...... — 143 

Various schemes ........ — 144 


Possible modifications of the proposals of the Government 
of India 

Possible modifications of proposals . 

Provision against a sudden great rise in exchange . 

Ratio for coinage of rupees on tender of gold at the 
mints ......... 

Acceptance of gold coins in payment of public dues . 
Recommendations of the Committee . 


146—152 


146 

1 47 

150 

152 


155—157 



Report of the Indian Currency Committee 

1893. 


To 


India Oitice^ 
31st May 1893 - 


The Right Honourable the EARL of KIMBERLEY, k. g. r 

Secretary of State for India. 


Statement of the Question . 

1. Question referred to tbe Committee. — The question 
referred to the Committee by Your Lordship is whether, having 
regard to the grave difficulties with which the Government of India 
are confronted through the heavy fall in the gold value of silver, it 
is expedient that Her Majesty’s Government should allow them to 
carry into effect the proposals which they have made for stopping 
the free coinage of silver in India with a view to the introduction of 
a gold standard. And if we are of opinion that there is no sufficient 
ground for overruling the Government of India, but that the 1 mea- 
sures by which they propose to attain their object require modifica- 
tion, we are asked to offer any suggestion that we think fit for the 
purpose. 

2. Points to be considered. — The expediency of allowing 
the Government of India to carry into effect the proposals which 
they have made must depend on the view of the present and future 
situation of that Government as regards their revenue and expen- 
diture as well as upon a just estimate of the effect of a varying and 
possibly much lower exchange upon the commerce and people of 
India. 


Financial difficulties of the Government of India. 

3. Increase in number of rupees needed to discharge 
gold obligations. — There can be no doubt that the Government 
of India have experienced serious difficulty owing to the fall of 
exchange which has been going on for many years. The Govern- 
ment have yearly to remit a very large sum to this country in dis- 
charge of their gold obligations. In 1873-74, before the fall com- 
menced, the amount remitted was 13,285,6782., which, at a rate of 
exchange of Is. 10*351d., was represented by Rx. 14,265,700. Dur- 
ing last year (1892-93) the amount remitted was 16,532,2152., which, 
at the average rate of exchange in that year, viz., Is. 2’985d., re- 
quired a payment of Rx. 26,478,415. If this could have been 
remitted at the exchange of 1873-74, it would have needed only 
Rx. 17,751,920. The whole of this difference of Rx. 8,726,495 
cannot properly be regarded as a loss to the Government of India 
arising from the difference in exchange. It is certain, however, that 
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India had actually to remit in 1892-93 upwards of Rx. 8,700,000 
more than if the exchange had been at its former point. 

4. tjdnsequent present deficit. — At an estimated exchange 
of Is. 4 d. per rupee for the past year, a surplus of revenue over 
expenditure was shown of Rx. 146,600; the exchange having fallen 
to an average of rather less than Is. 3 d., this surplus has been 
converted into ah estimated deficit of Ex. 1,081,900, notwithstanding 
the improvement of the revenue by Rx. 1,653,300 over the Budget 
Estimate. 

5. Prospect of further fall in exchange. — Nor is this 
all. The Government are compelled to contemplate a further fall, 
the effect of which cannot be forecast. There has been for some 
years past an almost continuous fall in exchange, though it was 
varied by a sharp rise in the year 1890. The average rate in 1889-90 
tVas Is. 4’566*2. In 1890-91 the average rate was Is. 6*089*2. But 
in 1891-92 it fell to Is. 4-733*7., in 1892-93 to Is. 2*985*2., and 
Exchange has been of late scarcely maintained at Is. 2 g<2. by the 
refusal to sell bills on India below that rate. The extent to which 
the financial position of the Government of India is affected by- 
exchange is emphasised in the following passages of the reoently 
published statement of- Sir David Barbour : 

Sir D. JBafboUr on i he situation. — “ The imrhediate cause of our finan- 
cial difficulties, and the cause which, by comparison and for the time 
being, dwarfs all others, is the fall in the gold value of silver, which, as 
I have already shown, has added to the Indian expenditure in two 
years more than four crores of rupees. If that fall could be stayed and 
the rate of exchange with England fixed permanently at even its present 
low figure, the difficulty of dealing with the present deficit would be com- 
paratively light. The revenue continues to grow in a satisfactory manner; 
even under the influence of indifferent seasons and poor harvests, it has 
made fair progress. If we could feel assured that there would be no further 
fall in exchange, I have little doubt that increase of revenue, restriction 
ami reduction of expenditure with possibly some taxation of a temporary 
nature, would in a very short time re-establish equilibrium. A serious 
effort would no doubt be required in the first instance, but with a fixed 
rate of exchange we would have a definite task before us, and our measures 
could be regulated accordingly. But it unfortunately happens that, un- 
less some settlement of the currency question is obtained, there is no pros- 
pect of even the most moderate ' degree of stability in the rate of exchange. 

“ Our financial position for the coming year is at the mercy of exchange, 
and of those who have it in their power to affect in any way the price of 
silver. If we budget for the present deficit of Rx. 1,595,100,' and exchange 
rises one penny, we shall have a surplus; if it falls a penny, we shall have 
a deficit of more than three crores; if we impose taxation to the extent of 
one and a half crores of rupees, a turn of the wheel may require us to 
impose further taxation of not less magnitude; another turn, and we may 
find that no taxation at all was required. It will be obvious from what I 
have just said that what we have got to consider in making our arrange- 
ments for next year is not so much the question of increasing the public 
revenue or restricting that portion of the public expenditure wmch is under 
onr control, but the chances of a settlement of the currency question.’ * 

Value of Silver. 

6. Recent production of silver. — Tbe production of silver 
lias largely increased of late years, as will be seen from the following 
table, based as regards the earlier years on the statistics compiled 
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by Professor Soetbeer, and as to the more recent years on the reports 
of the Director of the Mint in the United States : 

Approximate 

equivalent 

Average annual production of silver. Kilos. in ounces at 

32-15 to the 
kilogramme. 


1876 to 1880 
1881 to 1885 
1886 to 1890 
1890 
1801 

1892 


. 2,450,252 

. 2,812,908 

. 3,459,201 

. 4,144,233 

. 4,493,100 

4.731.000 

4.900.000 


78.776.000 

90.435.000 

111.213.000 

133.237.000 

144.453.000 

152.102.000 

157.535.000 


7. Bland Act in United States. — In the year 1878 what 
is known as £e The Bland Act ” was passed by the Legislature of the 
United States, which required the Government of that country to 
purchase not less than 24,000,000 and not more than 48,000,000 
dollars’ worth of silver per annum, which would be equal to a con- 
sumption varying* from 20,625,000 to 41,250,000 ounces (641,000 to 

1,283,000 kilos.) in the year. Under the authority of that Act the 
Government purchased yearly the minimum amount required. 
Notwithstanding these purchases, the price of silver fell from 
5 per ounce, the average of 1878, to 43-!(-£<f- in February 1890. 

8. Sherman Act. — In that year what is known as ** The 
Sherman Act ** was passed by the United States Legislature, under 
which the duty was imposed on the Government of purchasing no 
less than 54,000,000 ounces (1,680,000 kilos.) a year in lieu of, the 
amount required to be purchased under the Bland Act. 

9. Rise in "value of silver in 1890. — The effect of this obli- 
gation to purchase silver to the value of about six millions sterling 
beyond the purchases required under the earlier law, coupled pro- 
bably with the anticipation that further legislation, and perhaps 
free coinage of silver, would follow, was a sudden and considerable 
rise in the value of silver, which culminated in the month of Sep- 
tember 1.890, when it reached the price of-54§eZ. per. ounce. There 
was, however, a speedy decline from this price, and since July 
\892 silver has realised not more than an average of 38 |kZ. per 
ounce, the present price being 37 \^d. 

1C. Effect of American legislation and Indian im- 
ports OH value. — Even if the increased production is kept in 
view, it is not easy to understand why, with the increased purchas- 
ing by the United States to the amount of six millions sterling per 
annum, and the simultaneous large increase of the Indian imports 
of silver, which averaged from August 1890, when the Sherman 
Act came into force, to March 1893, upwards of 46,500,000 ounces, 
the price should be six pence per ounce lower than it was in the 
beginning of 1890. It has, indeed, been argued that the recent fall 
in the price of silver was due to the blow which the passing of that 



Act gave to the hopes of those who desired the free coinage of silver. 
But against this it is to be observed that the price of silver in Iiondon 
rose during the time that the Sherman Act was passing through 
Congress, and continued to rise for some weeks after it became 
law. Whatever be the cause, the fact that, although the United 
States Government have under that Act made purchases varying 
from 34 to 42 per cent, of the estimated production of the world, 
and India has increased and not diminished her imports of the 
metal, the price of silver has fallen to its present low level is beyond 
question and of grave moment. 

11. Further fall in value of silver to toe expected. — 

Supposing even that no change were made in the currency arrange- 
ments of the United States, the experience of the past would forbid 
the conclusion that the price of silver would be stationary at its 
present level. It would be imprudent to act on the assumption that 
no further fall is possible or even probable. 

12. Brussels Conference. — The International Monetary 
Conference which recently assembled at Brussels has not led to any 
change in the situation, and, although it adjourned to a future day, 
that day is now past, and it seems uncertain whether there will he 
any further meeting. 

13. Agitation in United states. — Moreover, a strong 
agitation exists in the United States with respect to the law now 
in force providing for the purchase of silver. Pears have been, and 
are, entertained that there may come to be a premium on gold, 
and strong pressure has been brought to bear upon the Government 
of that country with a view to bring about au alteration of that law. 

14. Possible repeal of Slierman Act. — In December last 
a Bill was introduced in the Senate to repeal the Sherman Act, and 
another to suspend purchases under it. Whether any such measure 
will pass into law it is impossible to foretell, but it must be regard- 
ed as possible ; and although in the light of past experience predic- 
tions on such a subject must be made with caution, it is certainly 
probable that the repeal of the Sherman Act would he followed by 
a heavy fall in the price of silver. 

15. Increase in production notwithstanding fall in 
price. — Opinions differ as to the fall in price which would be 
effectual largely to check the production of silver. From time to 
time, as the price of silver has continued to fall, the opinion has 
been expressed that the point had been reached at which produc- 
tion must be checked. Experience has, however, falsified all' these 
predictions. It is, of course, true that the fact that the working 
of a mine has become unprofitable does not ensure that the output 
shall be at once diminished or the mine closed. But, if this state 
of things were long to continue, and owing to a progressive fall in 
the price of silver mining operations could only be carried 
out at an increasing loss, one would expect to find the working 
abandoned before any very long period had elapsed. It is, however, 
remarkable that a period of continually increasing fall in the price 



of silver has been coincident with a large increase in the production 
of that metal. In the quinquennium 1876 — 1880, the annual aver- 
age price of silver ranged from 54j~§d. to 51 \d., the average for the 
quinquennium being 5 2%d. In the next quinquennium, 1880 — 1885, 
the range was from 51 d. to 48 %d., the average for the quinquenni- 
um being 50 §<£., whilst from lo86 to 1890 the price ranged from? 
47 to 42-^-cL, the average for the quinquennium being 44 %d. 
And yet the annual average production of silver at the last quin* 
quennium was 3,459,201 kilos. (111,213,000 ounces) as compared 
with 2,450,252 kilos. (78,776,000 ounces) in the- quinquennium 
1876 — 1880, being an increase of 41 per cent. And with an average 
price in 1891 of 4b T \d. and in 1892 of 39f§^., or an average for the 
two years of 42A-U., the production of 1891 has been estimated at 
4,493,100 kilos. (144,453,000 ounces) and that of 1892 at 4,731,000 
to 4,900,000 kilos. (152,102,000 to 157,535,000 ounces). This may- 
show that even at the present price, the production of silver is still 
profitable in a large proportion of the mines, and that in some it is 
sufficiently so to stimulate increased development, and that even a 
further fall would not necessarily diminish the total output. The 
phenomena may, indeed, be partly accounted for by the circum- 
stance pointed out in the Report of the Gold and Silver Commission 
lb at investments in the mines of precious metals are largely of a 
speculative character, and that many such mines may be opened out 
and worked for a considerable, time at a loss in the hope that such 
rich deposits of the ore will be found, or that altered circumstances 
may so change the value of the metal that great gains will be reaped 
in the future. 

16. Effect of further fall on remittances of Govern- 
ment of India. — A review of the changes in the price and produc- 
tion of silver which have characterised the last 12 years certainly 
forbids our entertaining any confidence that, if a further heavy fall 
in the price of silver were to take place, it would be, at any point, 
capable of estimation, checked or counteracted hy diminished pro- 
duction. It must be remembered, as pointed out by the Gold and 
Silver Commission, that the effect of throwing a large quantity of 
silver upon the silver market is not to be measured by the proportion 
which that quantity bears to the whole stock of silyer in the worm, 
but by the proportion which it bears to the stock of silver in the 
world after deducting from that stock the very large amount of sil- 
ver money now kept in circulation by countries which have a silver 
token currency, since all of this money circulates at an artificial 
value and none of it is subject to the fluctuations of the market. 
It c ann ot be regarded then as otherwise than within the reasonable 
bounds of possibility that a repeal of the Sherman Act might lead 
to a fall in the price of silver of even 6 d. per ounce or more, and 
that there might he no substantial reaction from the level ^thus 
reached. Such a fall would, it may be said with practical certainty, 
reduce the exchange to about Is- 0 d. per rupee, and involve the 
necessity of raising at least Rx. 6,612,000 more than would be re- 
quired by the Government of India to effect, 'even at the rate of 
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exchange of Is. 3 d. per rupee, a remittance of the amount drawn 
iast year, namely, 16,530,0002., while the payment of 19,370,000L, 
which is the present estimate of the drawings for 1893-94, would, 
at Is. 3d. per rupee, require Ex. 30,992,000 and at Is. 0 d. per rupee 
Er. 38,740,000, involving an increase of Ex. 7,748,000. 


Claims of Indian officials. 

17. Servants of Government. — The difficulties which the 
Indian Government have in meeting the Home charges are aggro* 
vated by the fact that the fall in exchange has led to claims on the 
part of their officers, civil and military, who receive salaries in 
rupees, to some compensation for the loss which they sustain owing 
to the fall in exchange. Many of those officials are under the neces- 
sity of remitting a considerable portion of their income to this 
country for the support of their families and the education of their 
children. It has been said that prices have fallen in this country 
during the last 15 years, and that a smaller sterling remittance will 
now purchase more than formerly. This is no doubt to some extent 
true, but it does not apply to all prices. It is a matter of dispute 
bow far the fall of prices in this country compensates for the smaller 
sterling remittance which the same number of rupees will procure; 
but it is certain, tbat, when due allowance has been made for tbis, 
the purchasing power of the incomes of Indian officials has been 
largelv reduced. 

18 . Practice of private employers. — It appears that some 
European employers have felt themselves bound to make an allow- 
ance to the Europeans in their service in India sufficient to counter-, 
balance to some extent the loss which they experience owing to the 
fall of the rupee; and there can be little doubt tbat even in existing 
circumstances, and still more if the fall of exchange continues, the 
Government of India cannot turn a deaf ear to the appeals of their 
servants for similar treatment without the danger of engendering 
serious discontent, apart from the question whether such appeals 
are just and reasonable. 


Expansion of Revenue. 

19. Expansion of revenue Hitiierto. — Hitherto the ex- 
pansion of the revenue has largely provided for the additional calls 
which the fall of exchange has made on the Government of India. 
There has been, in spite of these additional calls, an average surplxis 
during the last 10 years of Ex. 261,550. It is true that, but for 
the expenditure rendered necessary by the fall in exchange, there 
might have been further remissions of taxation, and more might 
profitably have been spent upon public works. Though upon the 
whole the Government have not been compelled to impose increased 
taxation in order to discharge their liabilities whilst the fall in 
exchange has been in progress, certain alterations have been made 
in the taxation of the country — some in the direction of remission, 
others of an increase — with the net result that the amount of the 



T 


increase lias not greatly exceeded the amount of the remission . 
But it is noteworthy that, whilst the remissions were all prior to 
1882, the increased taxation has for the most part been imposed 
since that date. The addition to the salt tax, tvhieh was the princi- 
pal source of increased revenue, produced a sum of Bx. 1,725,000. 

. 2D. Cannot be relied upon to meet future defi- 
ciencies. — In the past year the fall in exchange of about one penny 
has added Bx. 1,635,300 to the expenditure with the result of ah 
expected deficit of Bx. 1,081,900' instead of the anticipated surplus; 
and the rate in 1893-94 being estimated at 1-s. 2%d. per rupee, an 
addition of Bx. 2,229, 400 is caused to the expenditure beyond the 
charge for exchange entered in the Budget of March 1892. If a 
further heavy fall in exchange were to take place, it is impossible 
to expect that a financial equilibrium would be brought about by 
an expansion of the revenue alone. 

* _ , . ' } ^ 

Effect of fall in Exchange on the 'people of India and its Conm/merce. 

£1. Effect of fall in Exchange on tlie people of India. 

— Before considering how the G-o verhment of India caii meet the 
difficulties which they experience, and which they feel compelled 
to anticipate, it will be well to enquire what effect the variations iii 
exchange to which attention has been called have produced upon 
the commerce of India and the prosperity and condition of its people. 

22. Effect on tire remittance of produce. — In estimat- 
ing the effect upon the people of India of its being necessary to 
raise an increased number of rupees to meet the sterling remittances 
of the Government of that country, it must be borne in mind that 
the extent of the burthen imposed upon the people of India by these 
remittances is measured by the quantity of produce which they 
represent, for it is by the export of the produce that the debt is in 
reality discharged. In so far as the necessity of exporting more 
produce arises from the circumstance that gold prices are lower, the 
people of India are in the same position as those of Australia or any 
other country which has to export produce for the purpose of paying 
the interest on its gold debt. The question to be considered is, what 
effect has the fall in exchange upon the amount of produce which 
must be exported to meet a given gold liability? To determine 
this, the gold price of the produce must be assumed to be stationary. 
When silver falls in relation to gold, the greater number of rupees 
which is required to meet a given gold payment will not represent a 
greater quantity of produce than before, if the silver price in India 
of the produce exported responds to the changed value of silver in 
relation to gold, i.e ., it it has risen, or has been prevented from 
falling. Silver prices must ultimately thus respond, although an 
interval may elapse before the correspondence is complete; and 
daring this time, whilst more produce is exported, the Indian ryot 
is getting proportionately less in silver for his produce. It has 
indeed been alleged that the fall in the gold price of certain Indian 
products is to be attributed to the fall in the value of the rupee, but 
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this allegation is strongly controverted; and, having regard to the 
phenomena presented in the case of Indian products not greatly open 
to competition, and to the necessary effect of competition in the case 
of those which are within the sphere of its influence, it seems far 
from clear that the fall in the gold price of Indian products would 
have been materially less if the exchange had not fallen. 

23. Transfer of burdens from one class to another. 

— Even if the burden upon the people of India as a whole has not 
been increased by the fall in exchange, there can be no doubt that 
it has been to some extent shifted from one class to another. The 
burden of those who pay a fixed land revenue under a permanent 
settlement has been lightened, and the same may be said of all those 
whose land revenue has not been resettled in recent years, or reset- 
tled with adjustment to meet the most recent conditions. On the 
other hand, the increased salt tax presses upon the people at large, 
and renders more heavy the taxation of those who for the most 
part have suffered rather than benefited from the higher rupee 
prices due to the fall in the gold value of silver. 

24. Effect OH commerce. — We pass now to consider the 
manner in which the commerce of India is alleged to have been 
injuriously affected by the variations in exchange. 

25. Harassment of trade by fluctuations. — It is said 
that legitimate trade is replaced hy mere speculation and gambling.. 
There seems to be a common agreement amongst those who differ in 
their views upon almost all other points that trade is seriously 
harassed hy these fluctuations, though the estimates do not all agree 
as to the character and the extent of the inconvenience arising from 
this cause. It does not appear to be certain, even in the view of 
those who are most strongly sensible of the mischievous effect of 
fluctuations of exchange, that the volume of trade over a series of 
years has been diminished from this cause, though there seems a 
common agreement that any sudden or violent fluctuation almost 
paralyses business for a time. It is to be observed that it is not so* 
much the fall of exchange which is complained of as the fluctua- 
tions, whether in one direction or the other. Some of those who 
admit the mischief to trade of exchange fluctuations allege that the 
extent of the mischief is not serious, since provision can be largely 
made against the effect of those fluctuations through the medium* 
of banks ; but it is clear that the traders cannot completely safe- 
guard themselves in this way, and that such security as they obtain 
in this respect must be paid for. It must be remembered that before 
the fall in the price of silver began, and the fluctuations in the rate 
of exchange dependent upon it, the rates of exchange varied very 
considerably during particular years, though, no doubt, the fluc- 
tuations have been much more frequent and considerable since that 
time. 

26. Fluctuations add to tbe risks of trade. — Upon the 
whole, it cannot be doubted that it would be well if commerce were* 
free from the inconveniences of fluctuations which arise from a 
change in the relation between the standard of value in India and 
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in countries with which her commerce is transacted. It must not. 
be assumed that the adoption of the same standard for the United 
Kingdom and India would remove all the disquieting causes of 
the disturbance of trade of which complaint is made. If the com- 
modity which lies behind the exchange transaction is one that con- 
tinues to fall in relation to gold, the risk which arises from bargains 
in a falling market will still be present. The liability of the- 
standard of the one country to fall in relation to the other causes,, 
however, an additional risk, and consequently increased distur- 
bance to trade. 

27. Alleged stimulation of exports by fall in ex- 
change. — It is said that the tendency of a falling exchange is to 
stimulate exports ; that, inasmuch as more silver, i.e., a higher silver 
price, is received in respect of the same gold price, whilst wages, 
and the other factors in the cost of production do not increase in the 
same proportion, production becomes more profitable, and is there- 
fore stimulated. Assuming this to be true, the effect of each suc- 
cessive fall must he transitory, and can continue only until circum- 
stances have brought about the inevitable adjustment. Although 
one may be inclined, regarding the matter theoretically, to accept, 
the proposition that the suggested stimulus would he the result of 
a falling exchange, an examination of the statistics of exported pro- 
duce does not appear to afford any substantial foundation for the 
view that in practice this stimulus, assuming it to have existed, has 
had any prevailing effect on the course of trade ; on the contrary, 
the progress of the export trade has been less with a rapidly falling 
than with a steady exchange. Tor example, from 1871-72 to 1876- 
77 the gold value of the rupee fell constantly from 23‘12 6d. to- 
20*508d., or about 11 J per cent. ; the exports of merchandise were 
actually less in the latter year than in the former, although in 1876- 
77 their rupee value exceeded by about 10 per cent, that of the 
exports of either 1870-71 or 1872-73. From 1878-79 to 1884-85 ex- 
change was fairly steady, the average rates varying only between. 
29'961d. and 19’308c?. per rupee, or about 3J per cent. ; and during 
those six years the exports rose by no less than 36|- per cent. Again, 
between 1884-85 and 1888-89 the fall of the rupee was very rapid, 
from 19*308d- to 16*379<f., or over 15 per cent., and the exports: in- 
creased during those four years by 16J per cent. ; but in the single 
year 1889-90, when there was a slight improvement in the exchange,, 
the exports increased by more than 6^ per cent. It is said, too, 
that, whilst a falling exchange tends to stimulate exports, there is 
a corresponding tendency to check imports. Here again statistics 
do not seem to show that diminished imports have been coincident 
with a lower exchange. Taking the same periods as before, from 
1871-72 to 1876-77, wben exchange fell 11 £ per cent., imports of' 
merchandise into India increased by 17 per cent. ; from 1878-79 to 
1884-85, when exchange was steady, the increase of imports ex- 
ceeded 47 per cent. ; between 1884-85 and 1888-89, when the rupee 
fell about 15 per cent., the imports were augmented by nearly 
25 per cent. ; while in 1889-90, when exchange slightly rose, the 
imports were rather less than in the previous year. Upon the whole 
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we cannot see any evidence that the effect of a falling exchange on 
the country at large in influencing either exports or imports has 
over a series of years been very considerable. Some trains of a 
■priori reasoning would seem to lead to the same conclusions, and 
also to the further conclusion that, even if a fall in the gold value 
of the rupee does stimulate exports, the result is not necessarily to 
the benefit of India as a whole, though it may temporarily benefit 
the employer at the expense of the wage-earner, because wages rise 
more slowly than prices. 

28. Check to investments in India. — The want of a stable 
exchange between England and India, and the- fact that it has fallen 
so heavily, has, it is alleged, greatly checked the investment of 
British capital in India and the development of the country which 
would have been the fruit of such investments. Eondon is the 
lending market, and London thinks in gold. London is ready 
enough to lend upon contracts for repayment in gold, but hesitates 
to eiiter upon silver transactions, or to engage in industrial enter- 
prises in a silver country. There can be no doubt that uncertainty 
as to the interest which would be received for the investment, and 
as to the diminution which the invested capital might suffer if it 
were desired to retransfer it to this country, tends to check British 
investments in India. This is a real evil, the importance of which 
we do not desire to underrate. It has been pointed out, however, 
that a great number of industrial enterprises have been established 
in India during recent years, such as collieries, cotton mills, jute 
mills, woollen mills, and paper mills, in which much capital has 
been invested ; and that large sums have been spent upon tea plan- 
tations is evidenced by the enormous increase in the quantity of tea 
grown in and exported from India. And it must be remembered 
that the adoption by India of the same standard which exists in 
England might not remove all obstacles to the investment of capital 
in that eounti*y. Capitalists have of late been slow to invest in many 
kinds of industrial enterprise owing to the fact that prices are falling 
or have fallen very generally. If a gold standard were adopted for 
India, and similar phenomena of fallmg prices ensxied there, capi- 
talists might still be unwilling* to provide capital for industrial en- 
terprises. In connection with the point under discussion, it may be 
wbll to observe that a falling exchange, owing to its effects upon 
their salaries, savings, and pensions, renders it more difficult to 
procure and arrange for the services of the European employes 
required for the carrying on of industrial undertakings in Indtia. 

29. .Attraction of open mints for depreciating silver. 

- — There is another point which ought not to be passed over in 
silence. It is said that by making silver the standard, and keeping 
the Indian mints open to silver, the Anglo-Indian Government have 
attracted to India that depreciating metal, and have thus made 
India purchase at a comparatively high cost an enormous quantity 
of it, which is now of less value than when it was bought. In this 
there is some truth, but also much exaggeration. There can be 
no doubt that an open mint in India offers a market into which 
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silver could be continuously poured without regard to the currency 
requirements of India until such an alteration in prices of commo- 
dities was brought about as to make its importation no longer pro- 
fitable- It is only when and so far as the opening of the mints to 
silver has led to the importation and coinage or hoarding of useless 
and now depreciating silver that the free coinage of silver can be 
considered to have inflicted a loss upon India. What this loss 
amounts to we cannot determine, but we are not without indications 
that India is becoming surfeited with silver. 

30. Recent imports and coinage of silver. — The net 
imports of silver into India in the 23 years from 1870-71 to 1892-93 
have been Ex. 165,226,000, or an average of Ex. 7,184,000 a year, 
and the coinage demands have amounted to upwards of Ex. 6,500,000 
annually, so that we may infer that nearly the whole of the newly 
imported silver has during these years passed through the mint. 
Since 1877-78 the net yearly imports ranged from about 4 to 11 mil- 
lions Ex. ; but in 1890-91 there was an abnormal rise to more than 
34 millions. Much of this silver appears to have remained in the 
Currency Department, causing at the same time a great and sudden 
inflation of the paper currency. Between March and December 
1890 the note issue increased from about 15J crores of rupees to 27 
crores, an increase of 71 per cent. The inflation was yet further 
aggravated, and at the end of August 1892 the notes issued stood 
at more than 29 crores; but, according to recent, returns, there has 
been some contraction, and the amount in circulation is now about 
26 crores. ^With this sudden expansion of the issue of notes a 
corresponding increase in the silver coin and bullion reserve took 
place, vis., from Ex. 9,771,782 at the end of March 1890 to 
Ex. 21,440,022 at the end of January 1891, an addition of more than 
11^ crores of rupees. 

Export Of gold.. — It deserves notice in connection with this 
siibject that throughout 1892 the import of gold not only ceased 
to be in excess of the exports, but the current was reversed. During 
the five years ending with March 1890 the average net import was 
about Ex. 3,000,000. In 1890-91 it was Ex. 5,636,172, in 1891-92 
it was Ex. 2,413,792, whilst in 1892-93 the net import ceased, and 
the excess of exports was upwards of Ex. 2,800,000. 

31. Prices in India seem to be rising. — Down to a com- 
paratively late date it was generally believed that, notwithstanding 
a fall in the gold value of silver, prices in India had been prac- 
tically unaltered ; but the evidence before us points to the conclusion 
that during recent years the silver price of Indian produce has risen. 
If, as experience shows, wages respond more slowly to the altera- 
tion in the value of the standard, this rise in the price of produce 
must have been prejudicial to the wage-earning classes. 

32. Import of useless silver injurious to India.-— The 
above facts give reasons for believing that the recent fall in silver, 
coupled with the open mint, has led India to import and coin more 
silver than she needs, and the worst of the evil is that it is a grow- 
ing one. Every unnecessary ounce of silver which has been, or is 
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being, imported into India is a loss to India so long as silver is 
depreciating in gold value; for it is, ex hypothesis not needed for 
present use, and it can be parted with only at a sacrifice'. So far 
as the open mints attract unnecessary silver to India, they are 
inflicting a. loss upon the people of the country, and benefiting the 
silver-producing countries at the cost of India. 

33. Effects if fall should continue. — So far, we have 
dealt only with the past. We have now to consider the effect to be 
anticipated from a continued, and not improbablv heavy, fall in the 
exchange between India and England. 

34. Existing evils would be intensified, .and in- 
crease of taxation become necessary. — All the evils to 
which attention has been called would, of course, be aggravated and 
intensified. If prices continued to rise, while wages were more 
slowly advanced, the material condition of the wage-earning class 
would be continually deteriorating. As respects the Government, 
we have already pointed out that, if no change be made in the 
currency arrangements of the country, and a heavy fall were to take 
place, such as we have referred to as possible, they would, unless 
they could largely reduce their expenditure, be compelled, in 
order to meet the increased demands upon them, to impose increased 
taxation to a very serious extent. It has been suggested that 
economy in the civil and military administration of India is still 
possible, a point which does not fall within the scope of our inquiry ; 
"but, even assuming that the expenditure of the Indian Government 
might without impairing efficiency of administration be dimi- 
nished, it cannot be supposed that this could be done suddenly to a 
very great extent, so as to meet the anticipated difficulty. The net 
expenditure of the Government of India is about Ex. 50,000,000. 
Supposing the deficiency which had to be met should be from 
Ex. 8,000,000 to Ex. 10,000,000, it is not conceivable that an equi- 
librium could be brought about by reducing the expenditure. When 
we pass to consider whether the revenue required to meet the 
•deficiency might he raised by increased taxation, we encounter at 
once a position of great delicacy. There is no doubt that in several 
directions increased taxation is possible, hut the difficulties con- 
nected with it are grave, and its political danger is said to be a 
matter of serious moment. 

Possibility of increasing taxation. 

35. Existing taxes. Land revenue. — Inasmuch as the 
Indian producer has so far benefited by the fall in exchange that 
he has received a higher silver price ior his produce than would 
otherwise have been the case, and the burden of the land revenue 
he has to pay has thus become less, it woxild be natxiral to seek in 
an increase of the land. revenue a large contribution towards the 
deficiency. Nearly one-fourth of the land revenue is, however, 
permanently settled. Of the remainder the greater part is fixed on 
assessments for 30 years, most of which are of recent date. It is 
impracticable, therefore, to derive from this source the revenue 
-required. 



36. Salt tax. — An increase of the salt tax has been before now 
resorted to for the purpose of obtaining additional revenue. But the 
objections to this tax have long been recognised. It is in the nature 
of a poll-tax, which falls on all classes but presses most heavily 
on the very poor. It is true that the price of salt has been reduced 
in recent years, but the tax is now about 600 per cent. ad> valorem, 
and any increase would chiefly affect those who have suffered rather 
than benefited by the fall in exchange. It has been strongly press- 
ed upon us, too, that it is the main reserve of taxation in case of 
war or any other emergency, and that it ought not to be exhausted 
in order to meet the present difficulty. Even an addition of 20 per 
cent, to the e xis ting tax would not yield more than from 
Rx. 1 , 500,000 to Rx. 1 , 750 , 000 . 

37. Stamp duties. — An addition to the stamp duties is de- 
precated on the ground that they are largely a tax on the admin- 
istration of justice, and that it would not be right materially to 
augment taxation of this description. 

38. Excise. — Doubts are entertained, and probably with rea- 
son, whether it would be possible to raise a largely increased revenue 
by means of excise. It is said that it would stimulate illicit prac- 
tices, and any attempt to augment the excise revenue would be at- 
tacked, as calculated to increase drinking and to promote intem- 
perance. 

39. Import duties. — Of all the suggested methods of adding 
to the revenue, the reimposition of import duties would, according 
to the evidence before us, excite the least opposition; indeed, it is 
said that it would even be popular. The duties on cotton goods 
have, however, only recently been abolished. They were the sub- 
ject of vehement attack in this country. Any attempt to reimpose 
them wo ul d meet with great opposition. And it cannot be denied 
that the reimposition of such duties would provoke a demand for a 
countervailing excise upon all cotton goods manufactured in India. 
Although such an excise duty might be collected without serious 
difficulty in respect of goods manufactured in the cotton mills of 
Bombay and elsewhere, it is alleged that it would be wholly imprac- 
ticable to enforce it generally in view of the extent to which the 
manufacture of cotton goods on a small scale prevails throughout 

India. 

40. Export duties. — The arguments urged against the 
reimposition of export duties are strong and sound in principle. 
The only dutv of that description now in force is imposed on the 
export of rice. Any increase of it is said to be impracticable m 
view of the competition of other countries ; the desire of the Gov- 
ernment of India to abolish it has been often expressed ; and it is 
even doubtful whether the existing duty can be maintained. 

41. Income t ax . — If the income tax were raised to twice its 
present rate, it would probably produce about Rx. 1 , 500,000 more 
than it now does. The minimum income liable to the tax is 
Rs. 500 . An increase in the rate would produce very great discon- 
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tent amongst those who are capable of appreciating and criticising 

the actions of the Grovei*ument, and of promoting agitation when 

they are prejudicially affected. It must be borne in mind, too, that 

the" class which suffers most from the fall in exchange would be 

most affected bv an increased income, tax. 

% 

42. New taxes. Sugar and tobacco. — We have passed 
in review the means of taxation which have been, or are now, in 
use in India. It remains to consider the new sources of taxation 
which have been suggested. The only articles so largely consumed 
that taxation of them would afford the prospect of any great aug- 
mentation of the revenue are tobacco and sugar. These are grown 
very generally throughout India in small quantities. To procure 
a revenue from them by means of taxation would involve constant 
and vexatious interference with the people, and the cost of collect- 
ing and enforcing the tax would be enormous in proportion to the 
sum realised. Those who have given evidence "on this subject, and 
who entertain the gravest objections to an increase of the salt tax, 
are nevertheless of opinion that with all its evils this would be pre- 
ferable to an attempt to raise a revenue by a taxation of sugar or 
tobacco. 

43. Succession, duty. — 'Although it is recognised that there 
is much to be said in principle in favoui* of imposing a succession 
duty, the difficulties connected with its imposition are enhanced 
in India by the many different laws which regulate succession, and 
by the extent to which the family system affects the distribution of 
property in case of death. This has hitherto stood in the way of 
its introduction, and it would take a long time to develop any 
practical scheme ; moreover, whether it would be found possible to 
add largely to the revenue by means of it must be matter of specu- 
lation. Eor these reasons it could not be adopted in order to meet 
the present emergency. 

44. Conclusions as to increase of taxation. — We are 

not in a position to determine whether the apprehensions expressed 
to us that increased taxation cannot be resorted to without grave 
mischief are to the full extent well founded, or whether they are 
exaggerated. But it is not easy to see how the burden of the added 
taxation which would be requisite to counterbalance the fall in ex- 
change could be made to rest on those who might with the most 
justice be subjected to it, or how the added revenue could 
be provided except in a manner opposed to sound principles of 
taxation. Even if it be thought that the political dangers antici- 
pated are the offspring of somewhat exaggerated fears, it is at least 
possible that they may be under-estimated. Representations that 
a great increase of taxation was due to what has been erroneously 
called the “ tribute ” paid to this country would add sensibly to 
the danger, and afford an inviting theme for agitators. It is of 
importance to recognise the fact that the’ public revenues of India, 
as of most Asiatic countries, largely consist of elements of income 
which have not the character of taxation as that term is used in 
western Europe, and that it has been through the natural growth of 
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these revenues that the increased expenditure of recent years has 
been met to a considerable extent. 

Possibility of reducing Expenditure. 

4S. Possibility of reducing expenditure: — W e; have in 
the foregoing paragraphs indicated the results of the evidence which 
has been placed before us upon the question whether the deficiency 
caused by exchange may be met by increase of taxation. There is, 
as has been already pointed out, another way in which a deficiency 
may be met, viz., by reduction of expenditure. We are quite alive 
to the importance of this resource, and to the expediency of urging 
economy in every practicable way, more especially as there is no 
such pressure brought to bear on the Government of India as that to 
which the Chancellor of the Exchequer in this country is subjected 
by the representatives of the taxpayers. But, difficult as it is for 
us to form an opinion on the possibility of raising additional reve- 
nue, it is still more difficult to estimate the possibility of, reducing 
expenditure. In order to do so, it would be necessary to enter 
upon an examination of the poliey and action of the Government 
of India both in military ahtd civil matters, a task which is beyond 
our province. Experience, however, shows as regards military ex- 
penditure that it is at all times difficult to resist its growth, and that 
occasionally the circumstances which call for it are beyond the con- 
trol of any Government ; while, as regards civil expenditure, 
advancing civilisation brings with it constantly increasing demands 
for Government action and enterprise— demands which are not the 
less urgent when, as is the case in India, they must originate! with 
the Government rather than, as in Europe, with the people. 
Although, therefore, we feel strongly the necessity for the utmost 
care in restricting expenditure, we are certainly not in a position to 
conclude that any economies are possible which would enable the 
Indian Government to meet successfully the great and growing 
deficit caused by falling exchange. 

4=6. Possibility of reducing deficit by charging more 
expenditure to capital. — It has been suggested that the Gov- 
ernment of India might with propriety charge more of its public 
works expenditure to capital, and thereby reduce the deficit shown 
in the Revenue Account. On this point we can only say that the 
Government of India have for a long time acted on the sound 
principle of charging to capital only such outlay as is incurred for 
productive works, and that a policy of allowing unproductive ex- 
penditure to be so charged is obviously open to serious question. 

Proposals of the Government of India. 

4*7. Proposals of tbs Government of India. Des- 
patch of 2lSt June 1862. Sir D. Barbour 5 ^ Hi nut e. — 

"We have said enough to show that the situation is a very critical 
one, and the proposals of the Government of Ipdia are entitled to 
the most careful and anxious consideration. We proceed to state 



16 


ike nature of those proposals. In a despatch of the 21st of June 
3892, the Government of India expressed their deliberate opinion 
that if it became clear that the Brussels Conference -was unlikely to 
arrive at a satisfactory conclusion, and if a direct agreement 
between India and the United States were found to be unattainable, 
the Government of India should at once close their mints to the free 
coinage of silver, and make arrangements for the introduction of a 
gold standard. The Government forwarded as an enclosure in this 
despatch a Minute by Sir David Barbour, the Financial Member 
of Council, giving an outline of the method he proposed for the 
introduction of a gold standard into India, if such a measure should 
become necessary. The nature of the plan will appear from the 
following extract from that Minute: 

“ 6. The only measures for the introduction of a gold standard into 
India which seem to me feasible are the following: 

“ (1) The first measure would he the stoppage of the free coinage of 
silver. Government would retain the right of purchasing silver 
and coining it into rupees. 

** (2) The next measure would be to open the mints to the free coinage 
of gold. Any man bringing gold to the mints would be entitled 
to have it coined into gold coins, which would be legal tender 
to any amount. It would be desirable to stop the free coinage 
of silver some time before opening the mints to the free coinage 
of gold. It would be a valuable guide to us in subsequent pro- 
ceedings to know exactly what effect the stoppage or the free 
coinage of silver had on the gold value of the rupee. 

“ The new gold coins might be a 10-rupee piece and a 20-rupee 
piece. 

tl 7. The weight and fineness of the gold coins to be issued from the 
mint would be such that the par of exchange between them and the sovereign 
would be the exchange which it was desired to establish between India and 
England. 

“ For example, if we wished the rupee to be worth Is. 4 <7., the 10-rupee 
coin would contain as much gold as was worth (Is. 4d.) x 10=160 pence. 
The quantity of fine gold in the 10-rupee piece would be or two- 

thirds of the quantity contained in the sovereign. 

“8. The question of the ratio at which we should exchange from the 
silver to the gold standard would require careful consideration. 

“ We ought not to think of going back to the old ratio of 1 to 16J. 
Neither ought we to adopt the very lowest price to which silver may have 
fallen at any time, or to consider ourselves bound to accept the market ratio 
oi the very moment at which the change was made. A ratio based on the 
average price of silver during a limited period before the introduction of the 
gold standard would probably be both the safest and the most equitable.”" 

4=8. Telegram of 22nd January 1893. — In a telegram of 
the 22nd of January 1893, the Government made this further state- 
ment regarding their proposals: 

“ We propose to take power to declare by notification that Eng- 
lish gold coinage shall be legal tender in India at a rate of not 
less than 13^- rupees for one sovereign, and we have provided for 
that in the draft Bill. "We think that an interval of time, the 
length of which cannot be determined beforehand, should elapse 
between closure of the mints and any attempt to coin gold here. 
The power to admit sovereigns as legal tender might he of use as 
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an ad interim measure, and need not be used except in case of 
necessity.” 

49. Draft Sill. — A copy of the draft Bill for the purpose of 
stopping free coinage was afterwards forwarded. It proposed to 
repeal the free coinage provisions of previous legislation, and to 
enact that the Governor General in Council might, by order notified 
in the Gazette of India, declare that any gold coins, which were 
for the time being a legal tender in England, should be a legal 
tender in India in -payment or on account at such rate, not being 
less than 13^- rupees for one sovereign, i.e., at the rate of Is. 6d. 
per rupee, and so for any greater or smaller coin, as should be fixed 
in such order, and might in like manner cancel or vary such orders. 

50. Sir D. Barbour’s arguments in support of tlie 
proposals. — In the Minute of Sir David Barbour forwarded by 
the Government of India, to which reference has already been made, 
the arguments in support of the proposals are stated. He observes 
that, although it is proposed to stop the free coinage of silver and 
to establish a gold standard, it is no part of the plan to substitute 
gold for silver as the ordinary currency of the country. It is con- 
templated that in the vast majority of Indian transactions silver 
would still be used as the medium of exchange. He refers to the 
example of Prance and other nations as showing that/ it is possible 
to have a gold standard, though a large percentage of the circula- 
tion consists of overvalued silver coins, which are legal tender to 
any amount. He concedes that, in order that the gold standard 
may be effective, a limit must be placed on the number of such 
coins, and they must be convertible into gold coins, either without 
payment of premium or on payment of a trifling premium, whenever 
any person wishes for gold coins in exchange for silver coins. Gold 
coins would only be required in exchange for silver when they were 
wanted for hoarding or export, or for melting down into ornaments. 
It is pointed out that one mode in which the scheme might be 
carried out would be by adopting measures for accumulating a store 
of gold, and, when sufficient had been obtained, opening the mints 
to the free coinage of gold coins, that metal being then made legal 
tender, and the exchangeability of silver for gold coins, according 
to their face value, guaranteed by means of the accumulated stock 
of gold. This, it is said, would be an expensive plan, and there 
would be a great risk of the whole stock of gold being drained away 
in exchange for silver rupees. Sir David Barbour, therefore, does 
not recommend this plan, but the measures which appear to him 
feasible are those described in the passage from his Minute already 
quoted. It is said that under the proposed scheme, if the Govern- 
ment treasuries were required to give gold coins for silver, when- 
ever it was possible for them to do so, there could not be any consi- 
derable premium on gold coins so long as there were any in the 
public treasuries or in the Paper Currency reserve, and the gold 
standard would be effectively maintained. After the proposed 
measures had been carried out, it might happen that no gold was 
brought to the mints to be coined and to be put into circulation, and 
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that the rupee fell in value below Is. 4J., — supposing that to have 
been the ratio fixed, — or it might happen that, though gold was 
brought to the mints for a time and the rupee was ’worth Is. 4<2., yet 
subsequently gold ceased to be brought to the mints, gold coins 
ceased to b$ found in circulation, and the rupee fell below Is. 4d. 
In either ease it would be a sign that the rupee was redundant, or, 
in other words, that there were too many silver rupees in circulation, 
and consequently their value had fallen below sixteen pence each, 
and that the gold standard was no longer effectively maintained. 
The remedy in such a case, it is said, would be to contract the 
rupee currency, and to adopt any feasible measures for improving 
the general financial position of the country. Such an improve- 
ment wuld give increased confidence, and the reduction of the rupee 
currency, if carried far enough, must, ultimately restore the value 
of that coin. The greatest danger, it is said, would arise imme- 
diately after the first introduction of the gold standard, and would 
be brought about by silver rupees being, as they certainly would be, 
returned to India from foreign countries, and by their being thrown 
into the active circulation from Indian hoards. It is thought, how- 
ever, that the existing hoards in India would practically remain 
unaffected. The reduction of the rupee currency, it is said, might 
or might not prove a very expensive measure. It could be spread 
over a number of years, and, until it had been carried out to a 
sufficient extent, the gold standard would not be effectively main- 
tained. Of course, while the reduction of the rupee currency was 
in progress, there would not he an effective gold standard ; but even 
during that period of uncertainty it might be expected that the 
exchange with England would remain much steadier than it had 
been during; the last few vears. 


Effect of the proposals. 

51. Substance of tile proposals. — We proceed now to con- 
sider the proposal of the Government of India to close the mints, 
in the first instance, without adopting a gold standard, but coupled 
with the provision that the Indian Government should have the 
power of declaring English gold coins to be legal tender in India 
at a rate to be fixed by proclamation, such that the value of the 
rupee so fixed shall not exceed Is. 6d. 

52. Effect of closing the mints on uncoined silver. — 

Let us consider what would be the immediate effect of these pro- 
posals. First, then, as to their effect on the gold value of uncoined 
silver, and on the fixture relation of uncoined silver to the coined 
rupee. 

53. Minting of silver would for the time be at an end, and this 
use of or demand for uncoined silver would cease to exist. What 
has been the use or demand? and what would it be likely to be in 
the future? Some notion may be formed on this point by examin- 
ing the quantity of rupees coined in the last few years and of silver 
deposited in the currency reserves against the issue of notes. 
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54. Amount of new coinage in India in recent years. 

The average amount of the * new coinage in India has been as 
follows : — 

Rx. 

(Annual average) — 

1870-71—1874-75 2,931,282 

1875-76—1879-80 8,493,881 

1880-SI— 1884-85 4,480,408 

1885-86—1889-90 8,310,788 

(One year) — 

1890- 91 

1891- 92 
3892-93 

Yearly average — 

1870-71 — 1892-93 6,630,628 

1875-76—1892-93 7,658,223 

55. Silver lb nil ion in Paper Currency reserve. — The 

annual average of silver bullion in the Paper Currency reserve has 
been as follows: — 

Rx. 

(Annual average) — 

1870-71—1874-75 1,468,771 

3 875-76 — 1879-80 1,319,060 

1880-81—1884-85 756,894 

1885-86 — 1889-90 1,019,828 

(One year) — 

1890-91 747,974 

On the 31st of March 1892 it was . . . 1,775,569 

The average for the 22 years being . . 1,152,105 

56. Total demand of India for currency purposes. — 

Rooking to these figures, it will be seen that .the absorption by India 
of silver for currency purposes since 1875 has averaged more than 
Rx. 7,700,000 a year. The coinage from 1885-86 to 1892-93 was 
Rx. 72,976,594, making an annual average of about Rx. 9,122,000. 
This is equivalent to 34,200,000 ounces of silver. 

57. Iihports of silver into India. — The net imports of sil- 
ver into India have been as follows : — 

Rx. 

(Annual average) — 

1870-71—1874-75 3,063,082 

1875-76 — 1879-80 7,054,200 

1880-81 — 1884-85 6,080,527 

1885-86 — 1889-90 9,635,134 

(One year) — 

1890- 91 14,175,136 

1891- 92 9,022,184 

1892- 93 12,863,569 


13,163,474 

5,553,970 

12,705,210 
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Rx. 

Yearly average — 

1870-71 — 1892-93 7,183,722 

1876-76 — 1892-93 8,328,344 

So that nearly the whole of the silver imported into India has been 
absorbed by currency demands, or has passed through the mints. 

58. United States currency demand. — The United 
States currency demand is 54,000,000 ounces of silver a year. 

59. Production of silver in tlie world. — The production 
of silver in the -world is estimated for 1892 to have been from 
152,102,000 to 157,535,000 ounces. 

60. Probable consequence of cessation of American 
and Indian demands. — The currency demands of India, there- 
fore, have during recent years been nearly a quarter, and those of 
the United States rather more than a third, of the whole world’s 
production. If, therefore, either the one or the other were to cease 
there ought, according to general laws, to be a great fall in the 
value of silver; and, if both were to cease, the fall ought to be 
very great indeed until the reduction of the demand had produced 
a similar effect on the supply. We have already explained that 
this reduction in supply might not follow for some time the diminu- 
tion of demand, and the fall might be protracted for a long time. 

61. Possible panic. — No safe inference, however, as to the 
effect of the cessation of the Indian or American demand can be 
founded exclusively on these figures. Apprehension of the future 
often operates on the minds of men, and produces an effect on the 
market greater than the actual circumstances of demand and supply 
would seem to warrant. The closing of the Indian mints would, 
no doubt, make it more likely that the United States would give 
up buying silver: and, if the appi*ehension of this were added to 
the cessation of the Indian demand, the effect might be a panic 
in the silver market. Eventually the price of silver would, no 
doubt, settle down to the new circumstances of demand and supply- 

62. Possible rise in value of gold. — There is still another 
element to be considered. If the effect of the proposal of the Indian 
Government were sooner or later to cause a demand for gold in 
India which does not exist, it might raise the value of gold as 
against all other things, including silver. In other words, the gold 
price of silver might be still further diminished. 

63. Effect on value of uncoined silver. — All the factors 
of the problem are so uncertain that it is impossible to predict with 
any confidence or in numerical terms what the effect of closing the 
mints would be on the value of uncoined silver. The greater the 
effect, the greater, of course, would be the difference in value be- 
tween coined and uncoined silver in India, and the greater the dan- 
gers, whatever they may be, which might arise from that source. 

64. Effect on value of coined rupees. — Next, as to the 
effect of simply closing the mints on the future value or gold price 
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of the rupee. If there he already,, as there is reason to suppose, a 
quantity of unused rupees in India, they would have to be absorbed 
before the closing of the mints produced an effect on the value of 
the rupee. In that case, there might be some time to wait before 
there was any increase in its value. The apprehensions of men con- 
cerning the future might cause an immediate effect of a serious 
character; but we cannot venture to say for what length of t im e 
this would be maintained. Neither could we trace the progress 
of the enhancement of the value of the rupee in respect of time or 
place which we should expect to follow the closing of the mints. 

65. Effect of closing the mints, coupled with 
making the sovereign a legal tender at Is. 6«^ the 
rupee. — It is impossible to estimate the extent to which the rupee 
might be raised if the Indian mints and Indian currency were to 
remain closed against both precious metals. The Government of 
India, however, add the proposal to make English sovereigns legal 
tender at a ratio which is not to exceed Is. 6’<2. to the rupee; and 
it remains to be considered what would be the effect of stopping the 
free coinage of silver taken in conjunction with tl is condition. 
The proposal would leave it in the discretion of the Indian Govern- 
ment either to fix that ' ratio at once or to proceed by successive 
stages. If the higher ratio were adopted, if the Government were 
not itself to add rupees to the currency, and if in consequence of 
the closing of the mints exchange rose rapidly to that ratio, the 
difficulties and evils arising from an appreciation of the currency, 
to which we shall have to call attention hereafter, would be so 
much the greater ; if a lower ratio were adopted in the first instance, 
and if exchange were to rise more gradually, these difficulties and 
evils would be less ; but, whichever plan were selected, the Indian 
Government would probably be deemed by the public to have 
decided that 18d. was to be the gold value of the rupee, which 
consequently would be regarded as a limit. When that limit was 
reached, the currency would again become automatic, since gold 
sovereigns could be freely exported to India to serve as currency 
there. 

Objections to the proposals : (1) as to their practicability . 

66. Practicability of maintaining the rupee at an 
artificial value. Precedents. — The first objection taken to 
the scheme of the Indian Government is that it would not be prac- 
ticable to maintain the rupee in the manner suggested on a ratio to 
gold much higher than that of the intrinsic value of the silver of 
which it consists. "We have already alluded to the reliance placed 
by the Government of India upon the phenomena exhibited in the 
currency system of France and other nations. It will be important, 
therefore, to direct attention to the essential features of the present 
Indian currency, and to consider what light is thrown upon the 
proposals of the Government of India by the experience derived 
from the currency arrangements of other countries. 
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Different Currency Systems of different Nations. 

1. — United Kingdom. 

67. Principles of currency of United Kingdom. 

The present Indian monetary system is substantially modelled on 
that of the United Kingdom, the essential features of which are 

(1) The standard coin to be of one metal, gold. 

(2) The mint to be open to the free coinage of this metal, so 

that the quantity of current coin shall be regulated auto- 
matically, and not be dependent on the action of the 
Government. 

(3) Token coinage to be of a different metal or metals, subsi- 

diary to the standard coin, legal tender only to a limited 
amount, and its face value and the price in the standard 
metal at which it can be obtained from the mint being 
greater than the market value of the metal contained 
in it. 

It may be added that, under the Act of 1844, paper money is 
convertible on demand into gold, its quantity above a fixed amount 
varying with the quantity of gold against which it is issued. 

68. Gold formerly considered the principal medium 
of exchange. — Lord Liverpool and other authorities would have 
added that the standard metal, gold, should be the principal me- 
dium of exchange; but this is no longer the fact. Gold is the stand- 
ard or measure, but for the most part not the medium itself. 
Though, however, in wholesale transactions, and in a great many 
retail purchases, gold is no longer the medium of exchange, the 
use of gold coins is probably greater in the United Kingdom than 
in most other countries. 

69. As regards the stocks of gold and silver (other than mere 
token money) in the United Kingdom and in India, such informa- 
tion as we have been able to obtain leads to the conclusions con- 
tained in the two following paragraphs. 

70. Stocks of legal tender money in the United 
Kingdom. — In the United Kingdom the amount of gold and 
silver available foi the purposes of currency is uncertain; bxit the 
Mint estimate of the gold in circulation is 9.1, 000, 0007., of which 
the amount in banks (including that in the Issue Department of the 
Bank of England and in other banks against which notes are issued) 
is stated to be 25,000,0007. 

There is also the fiduciary issue of notes by the Bank of England 
and other banks, which at the close of 1892 stood at 27,450,0007. 

It must, however, be remembered that the gold held l>y the 
Issue Department of the Bank of England and the gold held by the 
Scotch and Irish Banks in respect of notes issued beyond the author- 
ised limits cannot be locked up as an integral portion of the 
currency, since it cannot be used at the same time with the notes 
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which are issued against it ; but the amount is included in the sum 
of 21,OOQ,OOOZ. above mentioned in order to facilitate comparison 
with foreign countries which keep a gold reserve- against their notes 
though not under conditions so strict and specific as those of the 
English Act of 1844. 


India. 

*71. Principles of currency in India; stock: of silver. 

— In the Indian currency system, as established in 1835, silver takes 
the place which gold occupies in the English system. Cheques, 
banker’s money, and other credit have not in India replaced the 
metallic currency to the same extent as has been the case in Eng- 
land. 

The Indian Mint is open to the free coinage of silver.; the rupee 
and the half-rupee are the only standard coins, and are legal tender 
to an unlimited amount. It is uncertain what is the stock of rupees 
in India, but it must be very large ; Sir David Barbour says that 
the amount in active circulation, in which, of course, the hoards are 
not included, has been recently estimated at Rx. 115,000,000 ; and 
by some writers it has been placed much higher. Mr. E. C. 
Harrison , who has taken great pains in the investigation, puts it at 
Rx. 134,170,000, besides Rx. 30,000,000 of the coins of Native 
States. 

Gold is not legal tender, and there are no current gold coins. 

There is a subsidiary silver fractional coinage, which is legal 
tender only to the limit of one rupee. 

Paper money may be issued to the amount of 8,00,00,000 rupees 
against securities ; and beyond this only against a reserve of coin 
or bullion deposited. The amount of notes so issued was 
Rs. 26,40,18,200 on the 31st of March 1893, and the reserve was 
constituted as follows : — 

Its. 

Coin 17,53,85,744 

Bullion ........ 86,82,456 

Securities ........ 8,00,00,000 

Eor the purposes of the Paper Currency India is divided into 
circles, at present eight in number. The notes are legal tender for 
five rupees and upwards within the circle for which they are issued, 
and are convertible at the office of issue, and (except in the case 
of British Burma) at the principal city of the Presidency to which 
the circle of issue belongs. 

72. Other countries: principles of currency and 
stocks. — When we proceed to examine the currencies of other 
countries, we find that many of the conditions which have been 
considered essential in the English and Indian currencies are either 
wanting altogether or have been replaced by other conditions. The 
following is a short statement of the most important features in 
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these currencies, and of the stock of gold, silver, and notes available 
for currency, so far as we have been able to obtain them, as they 
stood at the close of 1892 ; but we must guard ourselves against being 
supposed implicitly to accept all the figures. 


U nited States. 

73. United States. — The standard is gold and the mint is 
open to gold. 

There is little gold coin in circulation, at any rate in the Eastern 
States, but a large reserve of gold in the banks and in the treasury — 


Stock in the Banks 
Stock in the Treasury . 

Silver dollars in the Treasury- 
Silver dollars in circulation 


£ 

82 , 250,440 

48 , 852,290 

70 , 948,080 

12 , 334,490 


and these, or the certificates issued against them, circulate at a 
gold value at the old ratio of 16 to 3 . 

There was also in the Treasury of silver bullion an amount valued 
at 17,874,430Z., against which paper certificates are issued, which 
circulate at a gold value at the same ratio. 

The aggregate paper currency was about 210,000,000L 

The silver currency and paper based on silver are accepted as 
legal tender to any amount, and there is no premium on the gold 
and gold certificates in comparison with them. 

74. Silver maintained at ratio of 16 to 1 . — In this case 
a very large amount of silver, or certificates representing such 
silver, has hitherto been kept in circulation at the ratio of 16 to 1. 
Bnt there is considerable apprehension concerning the difficulties 
which may arise if the compulsory purchase of silver by the 
Treasury for currency purposes should continue. Under the Bland 
Act passed in 1878 these purchases amounted, as above stated, to 
about 20,600,000 ounces in the year, whilst under the Sherman 
Act, which was passed in 1890, these purchases have been increased 
to an annual amount of 4,000,000 ounces. 


Canada. 

75. Canada. — The standard is gold; but though there is a 
provision for coining gold dollars at the rate of 4'86f to the British 
sovereign, that is, at the ratio of 16 to 1, there is no Canadian gold 
coin, and little or no gold coin in circulation. 

Canada has no mint. Fractional silver currency is supplied 
from England. 

The stock of gold is said to be aboxit 2,400, OOOL 

There are about 3,700, 000Z. worth of Dominion notes of various 
amounts from 25 cents up to 4 dollars ; and the banks may issue 
notes for 5 dollars or any multiple thereof to an amount not exceed- 
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ixxg their “ unimpaired paid-up capital**’ sucli notes being redeem- 
able in specie or Dominion notes : tbe present issue is about 
'7,000,000Z. 

Tbe Dominion notes (unless it be for sm all am o un ts) are re- 
-deemable in “ coin current by law in Canada,” tbat is, in sucb 
'dollars as above mentioned. Tbe American silver dollar circulates 
at par at the ratio of 16 to 1, although a Government proclamation 
was issued in 1870 declaring it to be legal tender up to the amount 
of 10 dollars, but only at 80 cents per dollar. 

Silver is not convertible into gold. 

76. Notes and silver at gold value of United States. — 

This is a very remarkable case, since without any gold curreney, 
.and without even a mint for gold, dollar notes and silver dollars 
-circulate at the United States gold dollar value. 

West Indies. 

77. "West Indies. — All the West India Islands and British 
“Guiana have adopted the English currency, gold being the standard, 
but silver being a legal tender without limit. In practice, British 
gold is never seen there, but the circulating medium consists of shil- 
lings and Colonial bank notes. Except in British Honduras, no 
silver dollars are legal tender, but gold doubloons remain legal 
tender at 64 shillings (the rate fixed in 1838) throughout the 'West 
Indies. 

In Jamaica and Trinidad gold doubloons and United States gold 
-coins are not uncommonly seen ; they come from the Isthmus and 
"Venezuela, and go to ISFew Orleans and Hew York in a steady 
•current. 

In the Bahamas the United States gold dollar (worth 4s. 1‘316«Z.) 
is popularly over-rated at 4s. 2d., and consequently American eagles 
■circulate freely (or did so until notes were introduced). 

British Honduras has as its standard the silver dollar of Guate- 
mala, which is a 5-franc piece without any gold behind it. 

78. Silver token currency at gold value. — This is an 
instance of a gold standard without gold and a silver token currency 
•circulating to an unlimited extent at a value based on that gold 
standard. 


Germany . 

79. Germany. — Germany in adopting a gold standard in 1873 
■adopted most of the features oi the English currency system. The 
mint was opened to gold, and a subsidiary silver token coinage was 
introduced, limited in quantity by reference to ^ population, and 
legal tender only to a limited amount. The peculiarity of the case 
of Germany is that 20,000,OOQZ. worth of old silver thalers are re- 
tained in circulation at a ratio of 15^- to 1, and are legal tender to 
nn unlimited extent. Of the new coinage of gold, the banks hold 
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34.250.0002., in addition to <5,000,0002. stored at the fortress of 
Spandau, while the amount in circulation is estimated to be from 

65.000. 0002. to 70,000,0002. 

The amount of paper currency issued is 6,000,000Z. bv the Im- 
perial Government, 53,790,0002. by the Beichsbank, and 8,950,0002. 
by other banks, making* a total of 6S, 740, 0002. 

80. Resembles that of United Kingdom. — On the 

whole, the German system approximates more closely than any other 
to our own, though it is said that there are not equal facilities for 
obtaining gold for expox*t. 


Scandinavia. 

81. Scandinavia . — The standard has been gold since 1873, 
and the mints appear to be open to gold, but there is little gold 
in circulation. Bank-notes convertible into gold are the ordinary 
currency. 

Silver is only subsidiary token currency. The stock of gold held 
by the banks appears to be about 5,500,0002., and of notes about 

13,000,0002. 


The Latin Z.'nion. 

(a) France. 

82. Xiatin Union. France. — The mints are open to gold. 

Silver coinage, except of subsidiary coins, has since 1878 been, 
and is now, prohibited under the rules of the Latin Union. 

There is a large quantity of gold coin in actual circulation. 

The peculiarity of the Fi'ench currency is the large amount of 
5-franc pieces which circulate at the old Vatio of 15J to 1. They 
are legal tender to any amount, and are accepted as* freely as the- 
gold coin. They are not legally convertible into gold. 

The stock of currency appears to be as follows : — 

£ 

Gold, about 171 ,000.00.1 

Silver 140,000,000 

^’otes 132,000^000 

The notes of the Bank of France are convertible into gold or 
silver, at the option of the bank. The bank pays gold freely for 
home use; but, if gold is required in large quantities, especially for 
exportation, special ax-rangements must be made. 

There is^ no difficulty in maintaining either the silver or the 
notes at their gold value. 

83. 0-old standard, with, much silver circulating at 
gold value. — Here is a currency which for all practical purposes 
appears to be perfectly sound and satisfactory, but which differs 
from on r own in most important particulars. It is sometimes called 
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s< etalon boiteux,” or limping standard; but, inasmneli as the mint 
is open to gold and closed to silver, the standard is really gold, 
whilst a very large proportion of the currency is either inconvertible 
silver, or notes payable (at the option of the bank) in silver or gold, 
maintained without difficulty at the above-mentioned artificial ratio. 

(b) Belgium. 

84t. Belgium. — The mint is open to gold. 

The rules as to 5-franc pieces as to the ratio between gold and 
•silver and as to legal tender are the same as in [France. 

The stock of currency appears to be as follows : — 

£ 

Gold, about ........ 5,000,000 or more 

Silver, 5-franc ....... 8,000,000 

Notes ........ 15,000,000 

The notes appear to be convertible into either gold or silver, at 
the option of the bank. 

85. The situation is the same as in [France; but inconvenience 
might be experienced if the Latin Union were to be terminated, 
and the several members were obliged, under the conditions imposed 
by that Union, to liquidate in gold their silver currency held by 
France. 


( c ) Italy. 

86. Italy. — The mint is open to gold. 

The rules as to 5-franc pieces as to the ratio between gold and 
•silver and as to legal tender are the same as in France. 

The stock of currency appears to be — 

£ 

Gold 23,600,000 

Silver, 5-franc pieces ...... 4,000,000 

Notes ......... 57,000,000 

There is very little metallic coin in actual circulation ; the 
paper is at a discount, and the exchange below par. 

87 . The state of this currency is ‘unsatisfactory — not, however, 
on account of the artificial ratio between gold and silver, but on 
account of the want of both metals — owing probably to the state 
of the finances and credit of the country. The same difficulty 
would arise as in Belgium if the Latin Union were terminated. 

Holland and the Dutch East Indies. 

88. Holland and tlie Dutcli East Indies: History of 
adoption Of gold Standard. — From 1847 to 1873 Holland and 

its dependencies had the single silver standard. In consequence 
of the changes in Germany and other countries in the north of 

b 2 
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Europe, which adopted the gold standard in 1873, Holland suspend- 
ed the coinage of silver in that year. Silver could 
no longer be brought to the Hutch mint, and gold coin 
could not be issued, because the Hutch Parliament had not 
agreed on a gold coin or a gold standard. There was 
a certain quantity of silver coins in circulation, and their value 
at this period was regulated neither by the market value of gold nor 
by that of silver. The demand for coin was increasing in the years 
1873 to 1875 ; and the result was that, whilst the value of silver as a 
metal was going down in the market. Hutch silver coins were appre- 
ciated as against gold. The rate of exchange on Loudon, which 
oscillates now on the gold basis between 12*1 and 12*3 florins to 
the £ sterling, shrank to 11*12 florins. 

In 1875 the gold standard was adopted at a ratio of 15fths to 1, 
and the Hutch mint was opened to gold ; whilst the coinage of 
silver, except of subsidiary token coins, was prohibited, and re- 
mains so at the present time. A considerable quantity of gold 
coin was minted, which was, however, kept in reserve, and not 
used for internal circulation. Silver florins at the gold value were 
legal tender to any amount; and, with paper florin notes, which 
were also at a gold value, formed the internal circulation of the 
country. Neither silver nor paper is convertible into gold; but 
the Netherlands Bank has always been willing to give gold for ex- 
portation. In 1881 and 1882 the balance of trade turned against 
Holland, and the stock of gold ran down to about 600,0002. Under 
these circumstances, an Act was passed in April 1884, which enabled 
the Government to authorise the hank to sell at market prices a 
quantity of 25,000,000 silver florins, whenever the state of the cur- 
rency might demand it. This Act has never been brought 
into operation, but it has restored confidence; the necessary stock 
of gold, amounting now to aipwards of 5,000,0002., has been main- 
tained; the Bank gives gold freely for export; and the exchange 
has continued steady at from 12*1 to 12*3 florins to the £ sterling. 
No difficulty has been experienced either in Holland or in her 
Eastern dependencies. The system of currency has always been,, 
and still is, the same in both. There is no mint and little or no 
stock of gold in Java; and at the same time the rate of exchange 
between Java and Europe is always at or about par. It should 
be added that Java merchants can always do their business with, 
gold countries through Holland. 

The stock of currency is as follows : — 

In Hollnd In <Jara* 

£ £ 

Gold, about 5,200,000 500,000 

Silver 11,000,000 2,773,000' 

Paper 16,000,000 4,250,000 

89. G*old standard, witht silver and paper currency. 

•This *s a case, in which the standard is gold, with little or ntr 
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gold in circulation. The silver is kept at an artificial ratio much 
higher than its market value, although neither it nor the paper is 
convertible into gold except for purposes of export. This artificial 
exchange is maintained in the Dutch East Indies, where there is 
little or no gold, as well as in Holland, where there is a limited 
stock. 


A. ustria-H ungary . 

90 . Austria-Hungary: History of adoption of gold 
Standard. — Before 1879 the standard coin was the florin, which 
was equal to - 53 -th part of a pound of fine silver. The min t was 
open to silver, and silver florins and silver florin notes were legal ten- 
der to an unlimited amount. The actual circulation consisted of flor- 
in notes, which were inconvertible; their amount was 52,500,0002. 
in 1879 and 69,500,0002. at the beginning of 1892. The average 
exchange on Xondon for 102. sterling was 141*78 in 1861* after the 
Italian war. It became 109 in 1865, but rose to 125*98 in 1867 
after the Austro-Prussian war. It fell to 110*53 in 1872, continued 

* Table given by M. Soetbeer (.see Appendix to Gold and Silver Commis- 
sion’s Report, page 209), which differs slightly from the figures of exchange 
on London given below, which have been furnished by the Anglo-Austrian 
Bank. 
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at 111 till 1875, but rose to 122*25 in 1877, 117 ‘89 in 187S, and 
116*03 in 1879. It seems that in the earlier years there had been 
a premium on silver, the paper monej' being depreciated below its 
face value, so that no silver was brought to be coined. But silver 
fell in price from 59 per oz. in 1873 to 51^«Z. per oz. in 1879; the 
notes ceased to be depreciated; and as the Austrian mint was open 
to silver, it became worth while to bring* silver to the mint to be 
coined; so that, between August 1S78 and November 1879, the 
silver circulation had increased by 7,OGQ,OOOZ. Under these cir- 
cumstances, the Austro-Hungarian Government in March 1879 
stopped the coinage of silver on private account, but continued 
coining it at their own discretion. The quantity so coined between 
1880 and 1891 appears to have amounted to 125^ millions ot florins. 
This state of things continued till 1891, when the Austro-Hunga- 
rian Government determined to propose the adoption of a gold 
standard and to open the mint to gold, for which the necessary 
measures were passed by the Austrian and Hungarian Legislatures 
in August 3892. From 1879, when the mints were closed against 
the private coinage of silver, the average exchange for 10Z. sterling 
rose from 117*83 florins in 1880 and 1881 to 120*61 florins in 1887, 
and then fell to 116*80 in 1S91 and 119*29 in 1892. The whole 
oscillation between 1879, when the mints were closed, down to 1891, 
when the resolution to adopt a gold standard was taken, was less 
than 9 per cent., and at the end of the period it stood at nearly the 
same figure as at the beginning, though in the meantime the price 
of silver had fallen by nearly 12 per cent., and in 1891 it was more 
than 6d. per oz. lower than in 1879. The basis for conversion to a 
gold standard, which appears to have been founded on an average 
of this exchange, is a ratio of 18*22 silver to 1 gold, or 1 gold florin = 
2 francs 10 centimes, making 120*1 florins equal to 10Z. The mint 
is now open to gold. 

The Austrian Government have now at their command a reserve 
of about 351,000,000 florins (or nearly 30,000,00QZ.) in gold, and it 
appeal's to be intended that a certain quantity of paper and of silver 
florins shall be withdrawn from circulation, and that the paper 
florins remaining in circulation shall be convertible into gold. 

91. Parity of exchange maintained by closing mints. 

—-This is a very remarkable case. The fall in exchange, which 
would have accompanied or followed the fall in tlie market value 
of silver, has been averted by closing the mints ag’ainst free 
coinage of silver. Fair steadiness of exchange has been maintained 
for more than a decade, although the paper currency was incon- 
vertible, and silver was coined on Government account alone; and 
in the end a law has been passed for the adoption of a gold standard, 
a gold reserve has been accumulated, and the mint has been opened 
to gold. 

A fractional subsidiary coinage of silver is provided for, but 
the currency will probably consist in the main of paper notes con- 
vertible into gold. 
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Brazil. 

92. Brazil. Parity of forced paper currency main- 
tained. — The case of Brazil is perhaps the most remarkable of all, 
as showing* that a paper currency without a metallic basis may, if 
the credit of the country is good, be maintained at a high and fairly 
steady exchange, although it is absolutely inconvertible and has 
been increased by the act of the Government out of all proportion 
to the growth of the population and of its foreign trade. The case, 
it need hardly be said, is not quoted as a precedent which it is desir- 
able to follow. 

The Brazilian standard coin is the milreis, the par gold value 
of which is 27 d. A certain number were coined, but have long 
since left the country, and the currency is and has since 1S64 been 
inconvertible paper. The inconvertible paper was more than 
doubled between 1865 and 1888, but the exchange was about the 
same at the two periods, and very little below the par of 21 d. It 
had gone down to 14 d. in 1868, the date of the war with Paraguay, 
but had risen again, and was in 1875 as high as 28§<2. In 1869, 
when the quantity of paper money was increased from 12,468,000?. 
to 18,322,000Z., the mean rates of exchange showed an advance of 
about Ilf- per cent. Since the revolution which displaced the Em- 
pire and established the Republic, the paper issues of the banks were 
increased by more than 30,000,000?. in less than three years, so that 
the paper issue in 1892 amounted to 51,372,700?./ and as the result 
of this, and of diminished credit, the exchange in that year ranged 
from lOJtZ. to 15f d. 

Results of Examination of different systems of currency. 

93. Parity of exchaage maintained under verious 
circumstances. — It is impossible thus to review foreign systems 
of currency without feeling that, however admirable may be the 
precautions of our own currency system, other nations have adopted 
different systems which appear to have worked without difficulty, 
and have enabled them to maintain for their respective currencies 
a gold standard and a substantial parity of exchange with the gold- 
using countries of the world, which has unfortunately not been the 
case with India. This has been effected under all the following 
conditions, viz ., — 

(a) with little or no gold coin, as in Scandinavia, Holland, 

and Canada ; 

(b) without a mint or gold coinage, as in Canada and the Dutch 

East Indies ; 

(c) with a circulation consisting partly of gold, partly of over- 

valued and inconvertible silver, which is legal tender 
to an unlimited amount, as in Erance and other coun- 
tries of the Latin Union, in the United States, and also 
in Germany, though there the proportion of overvalued 
silver is more limited, the mints in all these countries 
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being freely open to gold, but not to silver, and in some 
of them tile silver coinage having ceased; 

(d) with a system under which the banks part with gold freely 

for export, as in Holland, or refuse it for export, as in 
France ; 

( e ) with mints closed against private coinage of both silver 

and gold, and with a currency of inconvertible paper, 
as has been temporarily the case in Austria; 

{/) with a circulation based on gold, but consisting of token 
silver, which, however, is legal tender to an unlimited 
extent, as in the West Indies. 

The case of Holland and Java is very remarkable, since in that 
case the gold standard has been maintained without difficulty in 
both countries, although there is no mint in the Hutch East Indies, 
no stock of gold there, and a moderate stock of gold in Holland; 
whilst the currency consists of silver and paper legally and prac- 
tically inconvertible into gold, except for purposes of export. The 
case of Canada, which maintains a gold standard without a gold 
coinage, is also very remarkable. 

94=. Austria-Hungary compared with. India. — The 

case of Austria-Hungary is also interesting, and presents a re- 
markable contrast to that of India, as will be seen from 
the following table : — 
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on London 
in Vienna 
given at . 
paragraph 
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It will be seen, that a country with a silver standard, and a currency 
consisting partly of overvalued silver, but chiefly of inconvertible 
paper, has been able by closing its mints against private coinage 
for a series of years, and, whilst still continuing to coin silver on 
Government account, to maintain a fairly steady rate of exchange 
with gold-using countries for a considerable period preparatory to 
adopting a gold standard. 

95. Russia. — Concerning the, currency of Russia, we have 
less information than in the case of other countries. But it appears 
that there is little or no silver or gold coin in the country, and that 
the currency consists of inconvertible paper roubles based on silver. 
The Russian mint is now closed against the coinage of silver on 
private account. It is an interesting fact that the paper rouble, 
being in form a promise to pay silver, is now, owing to the fall in 
silver, exchanged for a higher value in gold than the silver which 
it promises to pay. Taking silver at 38d. per ounce, the silver 
rouble would be worth 23-774 pence, whilst the paper rouble is quot- 
ed at 25 pence. We have already called attention to a similar ex- 
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perience in tile case of Austi ia-Hungary. The phenomenon can, 
of course, only arise when the amount of the paper currency is 
limited. 

96. Result of th.e albove precedents. — United States. 
France. Austria-Hungary. — It would thus appear that it has 
been found possible to introduce a gold standard without 
a gold circulation, without a large stock of gold currency, 
and even without legal convertibility of an existing silvei’ currency 
into gold. Before concluding, however, that these precedents are 
directly applicable t*o the condition of things existing in India, it 
is necessary to examine them carefully. There is no one of the 
countries above referred to in which silver has been so largely and 
so exclusively used as in India during the last half-century; and 
in most of them the people have been for long' accustomed to deal 
with their silver coins on the basis of a double standard. To the 
Frenchman 5-franc pieces, to the American dollars, have for 
generations been not only so much silver, but the equivalent of a 
certain quantity of gold; and it would have been a, shock to his 
habits and mode of thinking to treat them otherwise. It may be 
easier to maintain an old and well-known silver currency at a gold 
value in countries which have been bimetallic, and in which large 
quantities of gold and silver are already in circulation, than to in- 
troduce such a system into a monometallic silver country such as 
India. The case of Austria-Hungary again differs from that of 
India in some important particulars. In Austria-Hungary the 
standard was silver with an inconvertible paper currency ; and the 
state of this paper currency was probably one of the chief factors 
which made a fundamental change necessary. In making the 
change the relation of Austria-Hungary to the neighbouring coun- 
tries was, no doubt, an important consideration, and tlie fact that 
Germany and other States had adopted a gold standard rendered it 
expedient to take a similar course. 

97. Holland and lier dependencies. — Even in the case 
of Holland and its East Indian Colonies, which is prim a facie very 
much in point, there are differences which detract from its value as 
a precedent for India. At the time the change of standard was 
adopted, the relative -values of silver and gold had not parted as 
they have since done; and, as regards Java, ii must be 
borne in mind that, although it is an Eastern country dealing 
largely with silver-using countries, it has always had the same 
standard and the same currency as Holland, the change being made 
in the standard of both at the same time. 

98. G-eneral concltision.— Oil the whole, it seems to us that, 
whilst the differences we have pointed out prevent the cases of the 
countries referred to from being applicable in all respects as pre- 
cedents to the case of India, and the circumstances of each parti- 
cular country must be studied, yet the experience derived from the 
currencies of those countries is not without value as beai’ing on the 
questions which we have to consider, and is important as showing 
under what various conditions the exchange value of a cui’rencv 
may be maintained. 
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Use of Precious Metals as Currency in India. 

99. Question as to difftculty of getting tlie people of 
India to adopt gold. — It Las been objected that the natives of 
India are accustomed to silver; that the transactions are small in 
amount, so that silver is better suited to their use than gold ; and 
that they will not willingly give up the rupee. The answer to this 
is that it is not proposed to substitute the gold sovereign for the 
rupee as currency in ordinary use; and that the case would in this 
•respect resemble that of many of the countries above referred to, 
where the standard is gold, but the ordinary currency is silver or 
paper. 

100. Use of gold in India. — Moreover, gold has never been 
entirely out of use in India. It is true that in India silver has for 
the last 30 or 40 years been more exclusively used than in many of 
the countries referred to. But, though gold coins have not been in 
use as legal tender, and no fixed ratio has been established between 
gold and silver coins, there is no part of India in which gold coins 
are not well known and procurable, and recognised as a form of 
money, the value of the chief gold coins being regularly entered in 
the “ Prices current. 5 ’ Until 1835 or thereabouts gold coins consti- 
tuted a recognised part of the Indian currency, and they were re- 
ceived by the Government in payment of its demands till December 
1852 ; and as late as 1854-55 gold coin to the value of 412,OOOL was 
sent by the Government from India to London. The value of the 
gold imported into India in the eight years from 1862-63 to 1869-70 
was no less than 50,000,000L 

101. Sir Charles Trevelyan, writing in 1864 in support of a 

proposal to make sovereigns legal tender in India, referred to the 
large importation of gold since 1860 as indicating “ the determina- 
te u of the people to have gold, 55 and added that it “ shows that 
the Government would be cordially seconded by them in any at- 
tempt to introduce a gold currency on a sound footing. 55 The Secre- 
tary of State, Sir Charles Wood, when replying in the same year, 
wrote : “It is obvious from the information collected by Sir 

Charles Trevelyan that there is a very general desire for the intro- 
duction of gold coins in India, 55 and “ that the people, even in the 
upper and remote pai'ts of India, are well acquainted with the 
sovereign. 55 There is little question but that these observations are 
as applicable at the pi-esent time as when originally made. 

102 . The introduction of gold coins on an important scale would 
necessarily take place through the banks; and the complete success 
of the paper currency, as to the acceptance of which by the people 
of India there had been on the part of many persons serious doubts, 
shows that there need be no hesitation as to the introduction of a 
gold legal tender coinage on the ground of its novelty. 

103. It may be added that the value of the net imports of gold 
into India since 1880 has amounted to more than Itx. 44,000,000; 
and it might be expected that much of the uncoined gold no.w in 
India, which must be very considerable, would be brought , to the 
mints if a gold coinage were introduced on a proper basis. 
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Objections to the proposals: (2) on the ground of inexpediency. 

104. Objections to tlie proposals on tbe ground, of 
inexpediency. — So far we have been considering whether the 
proposals of the Government of India are practicable. We turn 
now to consider the objections taken to those proposals, even assum- 
ing that they would be effectual to maintain a stable exchange. 
Some of these objections are equally applicable, whether the ex- 
change is or is not. materially raised above its present level. Others 
are only of force on the assumption that exchange is to be so raised. 
We will deal first with those which are directed against the scheme 
generally on the assumption that the rate of exchange is not to be 
raised, but that a continued fall in the value of silver is likely to 
create a considerable divergence between the exchange value of the 
rupee and that of the silver of which it consists. 

Objections — (a) Supposing the ratio not to he raised and silver 

to fall. 

105- Spurious coinage. — It is anticipated by some that a 
serious amount of spurious coinage would result. If spurious coins 
to a large amount could he put in circulation, the transaction would 
no doubt be a profitable one; hut in countries where silver coins 
having an intrinsic value much below their nominal value are in 
circulation, spurious coinage would he an extremely profitable 
enterprise, and experience shows that the apprehended danger has 
not been realised in these countries. Against this, however, it is 
maintained by some persons that this affords no guide as to what 
would he likely to happen in India, the natives of which country 
might, in their opinion, be expected to display great skill in the 
manufacture of spurious coins, while the people who receive them 
are guided more by the weight of metal in the coin than hv its ap- 
pearance. It is difficult to estimate with precision the real extent 
of the alleged danger, but when it is borne in mind that, in order 
to carry out operations on an extended scale, expensive and special- 
ly constrticted machinery would be requisite, we doubt whether the 
danger of India being flooded with a large amount of spurious coin 
would really be a grave one. 

106. Effect on hoards of silver. — The effect, that on the 
assumption with which we are now dealing, the closing of the mints 
would have upon the hoards of natives of India and upon then- 
silver ornaments is more free from doxiht. Coined rupees, of which 
it is said that the hoards chiefly consist, would be unaffected, except 
in so far as any further fall in their gold value would be prevented ; 
but the uncoined silver and silver ornaments would cease to he con- 
vertible into rupees, and would certainly he depreciated in value. 
In times of scarcity and famine a considerable quantity of silver 
ornaments has found its way to the mints. During the period of 
the great famine in 1877 and the following years, for example, 
large qxian titles of such ornaments were minted. In three years 
no less than Ex. 4,500,000 were thus turned into money. It is 
said, however, that the transaction of converting silver ornaments 
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■or hoarded silver into money is not at the present time effected by 
the owner himself taking them or sending them to the mints for 
■conversion into rupees : it is through the intervention of the village 
money-lender that the transaction is carried out. Uncoined silvei* 
would, it is asserted, still be converted into money in the same 
fashion. This is, no doubt, true, but it is obvious that the orna- 
ments would not be converted on terms as favourable to the sellex*. 
It cannot, we think, be doubted that the closing of the min ts would 
in this case depreciate the silver ornaments and the uncoined silver 
hoarded by the people of India. Such a use of ornaments is, how- 
ever, said to be rare. 

107. Existing losses would be stereotyped. — A further 
objection is to the effect that the proposal of the Government of 
India would perpetuate the burden hitherto experienced by India 
owing to ihe fall of exchange, and that it would be unfair to stereo- 
type the loss of persons entitled to be paid in rupees, and to deprive 
them by the act of the Government of the chance of a rise. To 
this it may be answered that having regard to the future prospects 
of the silver market, so far as they can be gauged at the present 
time, all persons concerned would probably be glad to lose their 
chance of a future rise on the terms of being secured against the 
effects of a fall. 

108. Inconvertible token currency would be 
created with, a gold standard, but without a gold 
currency. — Another objection is that the proposal of the Indian 
Government will, if there should in future be a divergence between 
the value of the rupee and the market price of silver, have the 
effect of converting the whole of the currency of India into a token 
currency, which would in no way differ in principle from an in- 
convertible paper currency. It must, however, be remembered 
that, although a nation possessed of a fairly satisfactory monetary 
system might well hesitate to exchange it even temporarily for an 
inconvertible currency, yet India already labours under difficulties 
the gravity of which is admitted. One of the greatest risks con- 
nected with an inconvertible paper currency is the temptation 
which it affords to the Government unduly to expand the amount 
in circulation; the proposal of the Indian Government, however, 
does not involve this danger*. It is to be observed, too, that in the 
United States, in Germany, in the Uatin Union, and in Holland a 
very large amount of silver coins has, with mints closed against the 
free coinage of silver, been maintained as full legal tender at a 
gold value far exceeding that of the silver they contain ; whilst in 
Austria-Hungary during the recent fall in silver a forced paper 
currency, founded originally on that metal,, has in exchange more 
nearly corresponded with the original gold value of the silver on 
which it was based than has the silver itself. 

X09. Currency would not be automatic. — Again, 
strong objections are urged to the power being placed in the hands 
■of the Government to close the mints to the public, while retaining 
to itself the power to coin rupees, and thus to its being enabled at 
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will to contract or expand tlie currency. But the assumption we 
are now making* is that the exchange is not to be materially raised 
above its present level. It the rise were cheeked by the reception 
of gold, as suggested by the Government of India, the discretionary 
power vested in that Government would be confined within very 
narrow limits, because, if the rupee were to rise above the fixed 
ratio to such an extent as to cover the expenses of transmission and 
of coinage, it would become profitable to take gold to the Indian 
mint or to send sovereigns to India, and thus the currency would 
be rendered automatic on a gold basis. 

110. Burden of taxation would be increased. — It is 

further objected to the proposals of the Indian Government that 
they would make the value of the rupee greater than it otherwise 
would be, and that thereby tlie burden of Indian taxation would be 
increased. That part of the revenue which consists of fixed pay- 
ments would remain unaltered in nominal value, whilst each rupee 
which the ryot pays would be worth more, and the rupee prices of 
the goods he produces would be less, than they would be if silver 
continued to fail. The argument is no doubt sound; but there are 
answers to this objection which have no little weight. 

111. Present prices would not be altered. — 'Whether 
silver is falling or gold rising in value, or both movements are 
taking place, and whether an appreciating or a depreciating 
standard is the less open to objection, are questions of great diffi- 
culty. We are dealing with the assumption that the present ratio, 
or some ratio differing bnt little from it, is maintained. On the 
assumption the present level of rupee prices would not be at once 
altered ; and if in future rupee prices became less and the burden 
of existing fixed taxation became heavier, than they would have 
been if a silver standard had been maintained, this result would not 
be arbitrarily produced by the action of the Government, but would 
be due to the fact that tlie new standard was depreciating less or 
appreciating more than that for which it was substituted. 

112. Alternative of increased taxation a still more 
formidable difficulty*.— In the next place, it must be borne 
in mind that the alteration in the relative values of gold and silver 
has so increased the liabilities of the Indian Government in com- 
parison with its revenues as to make it uecessavv, in the absence of 
other remedies, to impose fresh taxation. The evidence we have 
had from men whose experience qualifies them to judge points dis- 
tinctly to the conclusion that, supposing the choice 1o be between 
an indirect increase of taxation arising from arrest of the fall in 
the value of the rupee, or even from a considerable increase in its 
value on the one hand, and the imposition of new taxation on the 
other, the latter of these courses would be far more likelv to lead 
to popular discontent and political difficulty than the former. 

113. Trade witb silver-using countries. — The proposal 

of the Government of Tndin in so far as it rendered the excharge 
between India and gold-using countries stable would introduce into 
the trade of Tndin with silver-using countries the same disquieting 
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•influences which, it is alleged, at pi’esent hamper the trade of India 
with gold-using countries. It must, however, be observed that the 
trade of India with silver-using countries only amounts to about 
half of her trade with gold-using countries. 

114. Trade of India in competition witli silver- 
using COnn tries. — Another objection strongly urged is that if 
the proposal of the Government were carried out, and there should 
arise a great divergence between tbe ratio borne to gold by the 
rupee and by silver respectively, this would seriously aheet the 
trade of India with silver- using countries, and stimulate iu those 
countries the production of commodities which compete with Indian 
commodities in the markets of the world, and that the eflrect of such 
increased competition would be seriously felt by India. 

115. Exports of India to silver-using countries. — To 

deal first "with tbe point as it affects the trade between India and the 
silver-using countries which now take her commodities. The most 
important of these is China, which now takes from India a large 
quantity of manufactured cotton goods. China, it is said, would 
not give more silver for these cotton goods than it did before ; but 
if tbe divergence between silver and the rupee were considerable, 
the same silver price would mean a lower rupee price. It is true 
this lower rupee price might represent a greater purchasing power 
than if the rupee had been allowed to fall pari passu with silver ; 
but the manufacturer, it is contended, would find a difficulty in 
diminishing the rupee cost of production. Some of his expenses 
would consist of fixed payments, and the difficulty of diminishing 
the number of rupees paid in wages would be considerable. In the 
result, the trade, would be less profitable, and its volume would be 
diminished. The reply made to this argument is that the Indian 
produce imported into China is paid for ultimately by goods exported 
by China to other countries, and that if the gold price of these com- 
modities does not fall owing to a fall in the gold value of silver, 
they would realise a higher silver price, and that China would thus 
be "able to pay a higher price for the Indian imports. We have 
already given our reasons for doubting whether the fall in the gold 
value of silver does operate to any considerable extent in reducing 
the gold price of commodities exported from silver-using countries. 

116. Manufacture in such countries of goods com- 
peting witli Indian exports. — It is suggested further that 
if the fall of silver should continue to be considerable, it would 
afiord a great inducement to promote the manufacture in China of 
cotton goods in substitution for those now imported from India, and 
stress is laid upon the fact that the production of cotton goods in 
Japan has already become considerable. To this it is answered 
-that China is slow to move, and that the impediments and burdens 
which are imposed upon industrial enterprise in China are such as 
to render the fear that the suggested change in the currency system 
of India would greatly stimulate the production of cotton goods in 
China unreasonable. "T’ears have been also expressed. lest the pro- 
duction of cotton goods in Japan, where there is practically a silver 
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standard, should he further increased in consequence of the advant- 
age which that country would gain by the fall in the value of silver 
as compared with India if the exchange there remained stationary. 
As to this argument we may refer to the remarks in paragraph 
27, in which we have expressed our view that the stimulus thus 
caused to the export trade of it country can only be transitory, 
and can continue only until circumstances have brought about the 
inevitable, adjustment. In the same paragraph we examined the 
trade statistics of India, and could not see any evidence that a rela- 
tion existed between a fall in exchange and the volume of exports. 

1X7. Opium trade With. China. — It is, moreover, objected r 
and for the same reasons, that the opium trade between India and 
China would be seriously affected if the currency proposals of the 
Government came into operation, and that India must be content to 
receive fewer rupees for the opium exported to China. The average 
annual value of opium so exported is about Rx. 10,000,000, and the 
greater part of the decrease in its export value, supposing such de- 
crease were realised, would fall upon the Government. It is obvious, 
that in that event the effect upon the revenue would be very serious. 
In the case of opium, as well as cotton goods, it is argued that there 
wotild be a tendency to replace to some extent the use of Indian 
opium by opium grown in China. The same answer which has 
been given to this argument in relation to the trade in cotton goods 
is equally applicable with regard to the- opium traffic. It must bs- 
remembered, too, that the production of opium in China is at the 
present time very large. The amount imported from India forms 
only a small portion of the total consumption. Indian opium is 
in truth a luxury ; its use in preference to Chinese opium is a matter 
of taste, and depends upon its real or assumed superior qualities. 
"Under these circumstances, it may be doubted whether any consi- 
derable diminution in the rupee value of opium exports to China 
would be likely to result from the adoption of the proposals of the 
Indian’ Government. 

118. Competition of silver-using countries with. 
India in other markets. — Those who object that. the trade of 
India with other silver-using countries would be diminished in 
volume and profit by the adoption of the Government proposals lay, 
perhaps, even greater stress upon the advantage which a great 
divergence between silver and the rupee wotild give to those coun- 
tries in their competition with India. Some of the articles export- 
ed by India are also produced in and exported from silver-using 
countries, and other important articles of Indian trade are, it is 
said, capable of being produced there — notably in China. If there 
came to be a great divergence between the value of silver and of 
the rupee, a considerablv lower g*old price would in China repre- 
sent the same amount of silver as before, whilst to India it would' 
give fewer rupees. The Chinese would be content to take tbe same 
amount of silver — that is to say, the same silver price — that thev 
nave hitherto done, so that the Indian producer must rest satisfied 
with a lower rupee price, or perhaps he driven out of the market 
altogether throuerh the stress of this competition. One reply given 
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to tit is objection is tliat it involves the proposition, that the continu- 
ous depreciation of the currency of a country in relation to that of 
others is advantageous to the commerce of the country whose 
currency is thus depreciated, and adds to its prosperity. This 
answer is not absolutely conclusive, because, even if it be true that, 
the cost of production in wages and otherwise would ultimately 
adjust itself to the fall in the value of silver, yet it is impossible to 
deny that, until this adjustment has been brought about, the ex- 
porter in the silver-using country, who continues to pay the same 
nominal wages, and whose nominal expenditure for production 
otherwise remains the same, has an advantage in competition with 
the exporter who receives a lower price than before, and who can 
only retain to himself the same advantages by a reduction of 
nominal^ wages ; and it must be remembered that in a country whose 
civilisation is backward, and whose industrial institutions are but 
little developed, the interval may he considerable before such an 
adjustment can be effected. But, allowing that the argument of 
those who raise the objection with which we have been dealing is 
not without foundation, consideration of the experience derived 
from a study of the history of Indian exports during the period 
characterised by a fall in the gold value of silver, as noticed in 
paragraph 27 , leads us to doubt whether the suggested advantage 
is not much less than those who urge the argument suppose. 

119. Tea plantations. — Those who are interested in the tea 
plantations of India, the produce of which is now exported in large 
quantities, maintain that their industry might be greatly crippled, 
if not extinguished, by the competition of China and Ceylon if a 
gold standard were adopted in India only, and silver continued to 
fall heavily. It is to be observed, however, that the transfer of 
the commerce in tea from China to India, which has been going on 
for some years, has taken place, whilst the two countries have 
shared alike the changes produced by the fall in the value of silver. 
But it is stated on behalf of the tea planters that, even though their 
success may he due to the Indian tea better suiting the wants 
of the consumers, yet the difference in the relative price 
in gold-using countries of Chinese and Indian tea might 
be such as to overbalance any advantages possessed by 
the Indian products, and cause the competition to be 
a disastrous one for the Indian producer. It must he add- 
ed that the qualities of the Ceylon tea are much the same as 
those of Indian tea. It cannot he denied that, if the proposed 
currency change were adopted in India alone, its tendency might 
be for a time to benefit the producer in Ceylon, and perhaps the 
Chinese in his competition with the Indian. To what extent this 
tendency would prejudice the Indian producer it is impossible to 
forecast, and, even so far as it did so, it must be remembered that 
it would not necessarily entail disadvantage on the country as a 
whole ; and having regard to the history of the Indian tea trade, 
and to its great progress in recent years under existing conditions, 
we cannot think it likely that any very serious prejudice would 
result. 
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120. China might produce what she now imports 
£1*0211 India. — We hare already referred to the argument that 
China might in the altered circumstances anticipated produce ior 
her own consumption commodities which she now imports from 
India. It is alleged that not only would site do this, hut that .-die 
would also increase her production of cotton and other articles, im* 
which her soil and climate are *aid to be suitable, and ^end them 
into the market* to compete with Indian products. To this it is 
replied, and we think with force, that the want of railways and 
other means of communication in China, the heavy and arhitraty 
imports to which production is there subjected, and other causes, 
dept ive these apprehensions of any very serious foundation. 

121. Balance of trade and Council bills. — Jt is further 
objected that the balance of trade would be disturbed; that the 
export trade of India would be injured by a gold standard, and 
that India would thus, pro tan to, lose her power of paying her 
debts; that the Indian (Government would in confer j uence be unable 
to sell their bills in London; and that they would be obliged to 
send silver from India at a ruinous loss to pay their gold debt. 

122. Export trad.©. — Council bills. — This objection seems 
to depend on the question whether the export trade of India will be 
injured by the proposals of the Government of India, with which 
we have already dealt in paragraphs 27 and 114 to 120. As to the 
Council bills, it may be observed that they ar*e only a financial 
mode adopted as the simplest and best by the Government o.l India 
for the purpose of paying a gold debt to England, which in any case 
they must pay, and which other nations owing gold debis to England 
pay in other modes. They are orders. for the payment of rupees in 
India, and the same end would be attained if the Government or 
India bought sterling hills of the exporting merchants in India, and 
sent them to be cashed on its account in Londuu. Whce a country 
has debts to pay, it musr pay them, and it will do so by mean" of 
exports, the transaction being effected in whatever methods ar * 
found to be most convenient. 

123. India must pay Tier debts in whatever is the 
most Convenient form. — So far as concerns their effect on the 
import of silver into India, the Council bills now compete with 
silver; the closing of the mints to silver would relieve the Council 
bills from this competition, and the immediate effect would be a 
tendency for the bills to sell at a higher price. The merchant 
wishing to pay for Indian goods would have to pay more gold for 
the Council bills. If their price should rise so far In make the 
business of buying Indian goods unprofitable, it would no doubt, 
pro tanto , check the export trade of India, and the price of the 
bills must fall. But it would only fall so far as would be necessary 
in order' to make tbe trade again profitable. In short, India naif 
pay ber debts by exports, and the Indian Government cannot in 
any way avoid whatever expense is necessary in order to pnv them. 
That These exports should ever consist of silver, depreciated as 
silver is in the "Western world, is highly improbable; but, if tbis 



43 


should turn out to he the case, it would be because silver was the- 
article which India could best spare. 

124. Currencies Of Native States. — Fear has been ex- 
pressed that the restriction of the coinage of rupees at the British 
mints would lead to an increase of the use of the coins of Native 
States in the British provinces. There are numerous Native States 
in different parts of India which exercise the right of coining, a 
privilege of which they are most tenacious, regarding it as an 
indication of sovereign authority. The currencies are very various 
in their details, the chief silver coin being the rupee, but 
with many variations in intrinsic value in the different States. In 
1835, when the existing system of currency was adopted, a list of 
the various rupees then existing included no less than 300 differ- 
ent coinages (many, no doubt, obsolete), for the most part showing 
greater or less variations of value inter se. 

125. The attempt made to facilitate the adoption of a common 
currency throughout India by an Act passed in 1876 has had no 
material effect. It provided that on a Native State agreeing to 
abstain from coining for at least thirty years, and not to allow* 
coins resembling those of British India to be struck under- its 
authority, the Government of India would coin for the State rupees 
identical in weight and fineness with those of British India, but 
with a device differing from that before used by the State. Such 
coins would be legal tender in British India. Up to the present 
time only four of the minor States have availed themselves of the 
provisions of this Act. 

126. Sufficient information on the subject of the currencies of 
the various States is not available to admit of our giving any precise 
account of them, but there is no reason to think that their issues are 
not on a scale of any considerable magnitude. The coinage of 
Hyderabad, the largest of the Native States, is stated to have been 
in 1887-88 816 tolas of gold and 15,061 tolas of silver, and in 
1888-89 784 tolas of gold and 17,76,421 tolas of silver, the tola 
representing the weight of a rupee ; the value of the Hyderabad 
rupee, commonly called the Halli Sicca rupee, is about 14 per cent, 
less than that of the rupee of British India. The Baroda State 
coined 8 lakhs of rupees in 1883-84 and 9 lakhs in 1884-85, but in 
the three following years there was no coinage; new machinery for 
the mint was supplied in 1891. The Kashmir mint appears to be no 
longer in operation, and the States of Mysore and Hewah also are 
said to have no mints. The coinages of Holkar’s Government at 
Indore, of Bhopal, and of Travancore are reported to be very small 
in amount. 

127. On the whole, it appears that the annual addition to the 
coinage of the Native States is of little importance. The coins of 
these States have a free circulation among the population of the 
border districts of those States and the British provinces, and at 
times are found at considerable distances from their place of origin. 
They are, however, always liable to a charge for discount -when 
circulating beyond the State from which they issue, and in no case 
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.are received at British treasuries, by the railways, municipalities,, 
or other local bodies, nor are they legal tender in British territory. 

128. On this subject the Government of India, in a telegram 
of the 16th of March 1896, stated their opinion that they could 
easily overcome any difficulty that might arise in connection with 
rupees coined under the Native Coinage Act, 1876, before mention- 
ed, and that they did not think that any serious difficulties could 
arise in connection with the coinages of Native States generally. 

129- Ceylon and Mauritius. — "VVe have had evidence 
from persons interested in the trade of Ceylon expressing appre- 
hensions that if the proposed change of standard were to be made 
in India, and the present currency arrangements were to be con- 
tinued in Ceylon, the effect would be prejudicial to the trade of 
that island. These apprehensions are of the same nature as those 
we have already examined on the part of the planters in India. It 
is obvious that independently of these apprehensions, both Ceylon 
and Mauritius, which have the rupee as their standard coin, which 
have no mints of their own, and which import their rupees from 
India, would be affected by the closing* of the mints and by the 
adoption of a gold standard in India. It would in tbat event be 
open to the Governments of those Colonies to acquiesce in the action 
of India, or to establish currencies of tlieir own, with or without 
local mints. If they should adopt a currency of their own, and if in 
India the rupee should in consequence of the proposed changes rise 
above its silver valup, it would become profitable to export Indian 
rupees from those Colonies to India. Such an export would operate 
in the same way as a release of the hoards of coined rupees in 
India, and might, so far as it goes, delay the rise in the value of 
the rupee. But, according to the best information we can obtain, 
the stock is not so large as to be likely to have any considerable 
disturbing influence. It is no part of our duty to advise what 
action should be taken by the Colonial Governments, except to point, 
out that they ought not to allow any coins which they issue to be 
so similar to the Indian rupee as to be mistaken for it, and thus to 
become current in India. 

Objections (b) supposing the ratio to be raised : materially above the 

present level. 

180. Objections on the assumption tbat the ratio is 
raised materially above the present level. — TTe have 
been hitherto dealing with the proposals of the Indian Government 
on the assumption that exchange is at once fixed at a point not 
materially above its present level. The suggestion of the Govern- 
ment of India is that no ratio should be fixed immediately on the 
closing of the mints. Their proposal to take power to declare that 
English gold coinage shall be legal tender in India at a rate of 
not less than 13 J rupees to the sovereign would, if acted upon, pre- 
vent the exchange from rising to any great extent above Is. 6d . — • 
that is, a ratio of silver to gold a little less than 20 to 1. As the 
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present exchange value of the rupee is Is. 2§ d., and the ratio of 
silver to gold about 24 to X, the Indian Governm ent , though it may 
be that they would act gradually and tentatively, suggest the 
possibility of raising the ratio materially above the present level. 

131. We have now, therefore, to consider what are the objec- 
tions to these proposals on tlie assumption that the exchange were 
so raised. 

132. The same objections as if the ratio were not 
raised. — All the objections which have been urged as exis t in g in 
the case of the assumption that the ratio were fixed at a point not 
materially above the present level are at least equally applicable 
in the case of that which we have now to consider ; but the answers 
which have been given to them in the former case are not all of 
equal force where the ratio has been materially raised. 

133. Spurious coinage, trade, inconvertible cur- 
rency. — The dangers of spurious coinage and of depreciation of 
Indian hoards must increase in proportion to the difference between, 
the value of the rupee and the market value of silver; and the trade 
difficulties due to a rising exchange, such as they are, would, of 
course, be the greater the higher the ratio was taken. 
Moreover, the difficulty of maintaining an inconvertible token coin- 
age as full legal tender at a par value tends to increase with the 
difference between the legal value of the token coin and the metal 
it contains ; but the cases of foreign currencies quoted” above show 
that difficulties similar to those which are apprehended in the case 
of India have been successfully encountered. 

134. Objections founded on effect upon rupee 
prices and fixed burdens. — We pass to the objections found- 
ed upon the effects on rupee prices, on taxation, and on other fixed 
burdens. These effects would be such as result from an appreciat- 
ing currency, namely, first, to make prices lower than they would 
otherwise have been; then, though more slowly, to lower money 
wages, and to increase the burden of debts and of all fixed pay- 
ments. It has been urged in answer to this that, whatever these 
evils may be, they are not greater than those which have in recent 
years been experienced from a depreciating currency, namely, 
prices higher than they would have been b\xt for such depreciation, 
and debts and other just burdens lightened, to the benefit of the 
persons who pay, and to the injury of those who receive, including 
the Government. It has also been urged that if future . apprecia- 
tion were due to the act of the Government, past depreciation has 
also been due to the adoption by the Government of an unstable 
and depreciating standard. But, even assuming that these 
answers are true in point of fact, it is no less true that, since the 
adoption, of the silver standard in 1835, the depreciation of the 
silver currency has arisen from causes over which the Government 
have exercised no control, whereas any appreciation resulting from 
the raising of the rupee would be due to the direct action of the 
Government. 
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135. It is impossible in view of these considerations not to come 
to the conclusion that to close the mints for the purpose of raising 
the value of the rupee is open to much more serious objection than 
to do so for the purpose of preventing- a further fall. 

136. Injury to Eastern trade. — It has been represented 
to us by the China Association, the Chambers of Commerce at Hong- 
Eong- and Singapore, and others interested in the Eastern 
trade that a change, such as has been proposed by the 
Government of India, would be likely to be prejudicial to then- 
interests. Although some of the facts to which we have already 
drawn attention indicate that the apprehensions expressed are ex- 
cessive, and although some of the arguments which we have adopted 
are not inapplicable to their case, we have not thought it within the 
limits of Xour Eordship’s reference to enter in detail upon the con- 
siderations suggested by these representations. 

Alternative Schemes . 

137. Cliarge OH silver. — Amongst the suggestions made foi 
preventing* a further fall in the value of the rupee, for counteract- 
ing the effect of the fall which has already taken place, and for 
adding to the resources of the Government of India is a proposal to 
impose a charge on silver, which might take the form either of an 
increased seignorage on the coinage of the rupee or of a duty on all 
silver imported. It is claimed for this proposal that it would avoid 
direct and obvious interference with the standard of value, whilst 
it would bring in additional revenue to the Government. It is 
therefore desirable to examine it carefully. 

138. Seignorage. Fixed in amount. — Eet us first assume 
the charge to be a seignorage. In that ease, it would be imposed 
only on the silver brought to be coined. It might take either of 
two forms, viz., a fixed charge of so much per ounce, or a charge 
varying inversely as the gold value of silver, so as to keep the 
mpee at a certain fixed ratio to gold. A fixed seignorage would 
be no remedy for a fluctuating exchange, because, whatever might 
be its present effect, it would fail to maintain a parity of exchange 
between the rupee and the sovereign if silver should fall further 
or should rise in value; and, although it might afford some present 
relief, a continued fall in exchange would leave India subject to 
the same difficulties as before. 

139. Varying inversely as tlie gold price of silver. — 

A seignorage varying inversely with the gold value of silver is not 
open to the same objection. If this were adopted so as to make 
the gold price of a given weight of silver the duty always 

equal to a given weight of gold, it would, no doubt, .tend to main- 
tain the rupee at a fixed ratio to the sovereign. But to provide 
from time to time for the necessary alterations in such a varying 
seignorage, so as not to embarrass trade or to encourage 
undesirable speculation, woxild be an administrative funciion of 
some difficulty. An intermediate course might be taken, making 
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the seignorage vary, not with the daily rate of exchange, but at 
fixed intervals, say, from year to year, so that the annual charge 
should vary inversely as the annual average gold value of silver 
for the preceding year. Though, judging by recent experience, 
this method would lessen considerably without, however, entirely 
removing the administrative difficulties above mentioned, yet to- 
wards the end of the term for which the seignorage had been fixed 
speculators would be encouraged either to pour silver into India 
or to abstain from importing it, according as they expected the 
seignorage to be raised or lowex*ed. 

140. Indirect method of altering the Standard. — 

Ihe imposition of a seignorage necessarily enhances in an artificial 
manner the value of the rupee above the intrinsic value of the 
silver it contains, and tends to reduce the amount coined. ~\r an y 
of the objections, therefore, which have been urged to the proposals 
of the Government of India apply equally in principle to such a 
scheme. It is, in fact, an indirect method of attaining the end 
which the Indian Government propose to attain by closing the mints. 

141. Regarded as a mode of raising revenue. — Un- 
satisfactory. — A 10 per cent, seignorage — that is, an addition of 
S per cent, to the present rate, — even on the assumption that its im- 
position had no effect in reducing the amount coined, would only on 
the average coinage since 1875 produce annually about Ex. 600,t)00; 
and therefore, regarded as a mode of raising revenue, the relief 
afforded to the Indian Exchequer would not be sufficient to meet 
the difficulties which the Government have to encounter. It is im- 
possible to anticipate that with so heavy a seignorage the amount 
coined would he as large as on the average of recent years; nor could 
any fixed amount be relied on, since it would depend on the state 
of the exchange, and on the quantity of silver brought to the mint. 
It is, in fact, open to the objection in principle which applies to 
many other forms of taxation imposed for purposes other than that 
of revenue, viz., that in proportion as it effects the object of re- 
stricting the coinage of silver, it ceases to be profitable as a source 
of revenue. 

142. Duty OU silver imported. — It remains for us to con- 
sider the effect of imposing a duty on all silver impoxded, whether 
for coinage or otherwise. Such a duty would tend to restrict the 
supply of 'uncoined as well as coined silver ; but, looking to the fact 
that nearly all the silver imported in recent years has been coined, 
this difference is not at the present moment of great importance. 
Subject to this distinction, the observations we have made on the 
pi'oposals for a seignorage apply also to the proposal to levy a -duty 
on uncoined silver, with the addition that such a tax would be 
difficult to enforce, and would be an encouragement to smuggling ; 
and that, if it were made to vary constantly with the gold pi’ice of 
silver, the a dministra ti ve difficulties would be even gi*eater. 

143. Coinage of heavier rupees. — The coinage of a new 
rupee of greater weight than that at present existing has been sug- 
gested as a remedy for the difficulty. If for this purpose the plan 



were adopted of recoining the existing rupees, it is evident that the 
expense, which must be calculated on at least 1,000 to 1,500 millions 
of rupees, would be very heavy, even if the measure did not attract 
t*» the mints hoards in excess of the amount in circulation ; and, after 
the recoinage had been completed, there would be no security that it 
would be effectual, since a further fall in the gold value of the 
rupee would produce difficulties of the same kind as have now 
arisen. If, on the other hand, in addition to the existing rupees, 
heavier rupees were issued, there is the objection that, for some 
time at any rate, two kinds of coin would be in circulation, of 
different intrinsic worth, yet professedly of the same value; and 
there does not appear to be any advantage in this plan over that 
proposed by the Government of India. 

144. Various schemes. — Other plans which have been 
suggested are the introduction of a gold standard with a gold cur- 
rency, the ratio of the gold and silver coins being notified from 
time to time according to the market rates of exchange; the adop- 
tion of a gold standard with a very high unit, rupees being made 
token coins, and currency notes of large denomination being issued 
for gold alone, but payable in either gold or rupees ; the issue ot 
currency notes expressed in gold, but exchangeable only into 
rupees at the foreign exchange rate of the day; the establishment 
of a gold standard without a gold coinage based on the credit of a 
reserve to be held by the Bank of England in India; the gradual 
introduction of a gold standard by placing the rupee debt on a gold 
basis, and providing for the discharge of debts partly in gold and 
partly in silver, the proportion of the former being 
annually increased until the whole became fixed in gold ; the adop- 
tion of a given amount of g-old bullion as a standard for foreign 
and wholesale transactions, leaving the coins to be used as tokens 
for internal trade; the declaration that rupees shall be a legal 
tender in the United Kingdom; the issue of coins of mixed gold 
and silver; the basing of the currency system on a certain amount 
of Government sterling stock; the adoption of independent stand- 
ards of gold and silver to be in use at the same time. 

145. We deem it unnecessary to do more than indicate in the 
briefest manner the nature of these proposals. Some of them arc 
not within the power of the Government of India, and others axe 
impracticable for various reasons; while no one of them appears 
to be so free from objection as to justify us in advising Your Lord- 
ship to reject in its favour the proposal of the Government of India. 

Possible modifications of the proposals of the Government of India 

146. Possible modifications of proposals. — Tom- 
Lordship will observe that we have given most careful and anxious 
consideration to the objections which have been urged against the 
scheme of the Government of India ; we feel that some of them have 
weight, and we regret that, in the opinion of that Government, it 
should be necessary to propose a measure which would undoubtedly 
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be attended with some risks and inconveniences. We proceed to 
consider whether, in case it were decided to adopt snob a proposal 
as tliat made by the Government of India, it would be possible by 
any modifications to remove or diminish the objections to which we 
have referred. 

147. Provision against a sudden great rise in ex- 
change. — It appears to be desirable that any such scheme should 
afford security against any sudden and considerable rise of ex- 
change. If the closing of the mints were thought likely to lead to 
such a rise, the opposition to the measure would, no doubt, be 
greatly augmented. In all probability the cessation of free coin- 
age of silver would be immediately followed by a fall in tbe price 
of tbat metal. If at tbe same time exchange rose considerably, tbe 
divergence between tbe rupee and its intrinsic value would become 
at once very marked. The difficulty of maintaining the rupee at 
its higher exchange value might be increased, and tbe apprehen- 
sions of disaster which are entertained, even if they be exaggerated 
or unreal, would be intensified. 

148. Moi cover, tbe rise in exchange would he calculated to lead 
to a fall in the price of Indian produce. xVnd, if this were seen to 
follow, and believed to be caused by the action of the Government, 
public opinion might he disturbed and the situation might become 
critical. Tbe view has been expressed that, even though the native 
producers might not he likely to be actively hostile to a scheme 
which left prices unaffected, they would be far from indifferent, 
and the state of things might become dangerous if prices began to 
fall very sensibly. 

149. What, then, would be the effect of the scheme suggested 
by the Government of India? Closing the mints, even if the Gov- 
ernment of India were to issue the proposed notification that gold 
coins would be made legal tender at a rate of 13^ rupees to the 
sovereign, might bring about a rise in exchange to the level thus 
indicated, viz.. Is. 6 d. t per rupee. It is true that those who think 
that exchange would not for a considerable time rise at all, and 
that even the existing ratio might not be maintained, may be right 
in their anticipations. But it must be admitted that on such a 
point no one can predict with certainty; exchange might rise sud- 
denly and considerably, unless the Government were to interfere 
actively to prevent it; and the public would not feel any certainty 
as to the course they would take. 

150. Ratio for coinage of rupees on tender of gold 
at the min ts. — The scheme might, however, he so modified that 
the exchange could not immediately rise much above its present 
level. It might be provided that the mints should be closed to the 
public for the coinage of silver, but should be used by the Govern- 
ment for the coinage of rupees if required by the public in exchange 
for gold, at a ratio to be fixed in the first instance not much above 
that now prevailing, say Is. 4 d. the rupee. Any fear of a consi- 
derable rise would thus "be allayed, and any evil effects of such a 
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rise would be prevented. Moreover, even if silver fell, the diver- 
gence between the nominal and the intrinsic value of the rupee 
would not be so great as if exchange at the same time rose. There 
would be these additional advantages : First, the currency would 
not cease to be automatic. Next, it would be a less violent step 
than closing the mints altogether. They would practically remain 
open, subject to certain conditions. It would be the "smallest 
departure from the status quo which could accomplish the object the 
Government of India have in view. Besides these advantages, there 
would be the further gain, that it would still leave the volume of the 
rupee coinage dependent on the wants of the people of India ; and 
the fact that rupees might continue to be coined would tend to pre- 
vent silver falling as much as would be the case if it were supposed 
that the coinage of rupees was to cease altogether. 

151. The Government of India have expressed the opinion that 
there would be no practical difficulty in carrying such a modified 
scheme as this into effect. It would not, of course, be essential to 
the plan that the ratio should never be fixed above 1.?. 4J- ; circum- 
stances might arise rendering it proper, and even necessary, to 
raise the ratio; and the Indian Government might be empowered to 
alter it with the sanction of the Secretary of State. Such a scheme 
would, indeed, in the first instance, be tentative, and would not 
impede further action if circumstances should render it desirable. 

152. Acceptance of gold, coins in payment of public 
dues. — It would be consistent with the scheme, and would serve 
as a means of familiarizing the public with the use of a gold cur- 
rency, if the Government were to accept gold coins at the same 
latio in payment of all dries. 

153. Inasmuch as the course to be pursued in relation to the 
matter referred to us will come before Her Majesty’s Government 
for decision, the Chairman thinks it right to abstain from taking 
any part in determining what recommendations should be made to 
Your Lordship. 

154:. We desire to express our high appreciation of the benefit 
conferred upon us by the appointment of Mr. W aterfield to act as 
Secretary to the Committee. His knowledge, ability, and zeal 
bare been of the greatest assistance to us throughout our protracted 
deliberations. 


Her schell. 

Leonard Courtney . 
T. H. Farrer. 
Reginald E. TTelbt. 
‘Aether Godley. 

R. Strachey. 

B. W. Cerrie. 
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Recommendations of the Committee . 

155. Recommendations of tiie Committee. — It re- 
mains for us to state tlie conclusions at which we have arrived. 
While conscious of the gravity of the suggestion, we cannot, in 
veiw of the serious evils with which the Government of India may 
at any time be confronted if matters are left as they are, advise 
Your Lordship to overrule the proposals for the closing of the mints 
and. the adoption of a gold standard, which that Government, with 
their responsibility and deep interest in the success of the measures 
suggested, have submitted to you. 

156. But we consider that the following modifications of these 
proposals are advisable. The closing of the mints against the free 
coinage of silver should be accompanied by an announcement that, 
though closed to the public, they will be used by Government for 
the coinage of rupees in exchange for gold at a ratio to be then 
fixed, say Is. 4 d. per rupee ; and that at the Government treasuries 
gold will be received in satisfaction of public dues at the same 
ratio. 

157. We do not feel ourselves able to indicate any special time 
or contingency when action should be taken. It has been seen that 
the difficulties to be dealt with have become continually greater; 
that a deficit has been already created, and an increase of that 
■deficit is threatened; that there are at the present moment peculiar 

g rounds for apprehension; and that the apprehended dangers may 
ecome real with little notice. It may also happen that if action 
is delayed until these are realized, and if no step is taken by the 
Indian Government to anticipate them, the difficulty of acting with 
effect will he made greater by the delay. It is obvious that nothing 
should be done prematurely or without full deliberations ; but, 
having in view these considerations, we think that it should he in 
the discretion of the Government of India, with the approval of the 
Secretary of State in Council, to take the requisite steps if and 
when it appears to them and to him necessary to do so. 

Leonard Courtney. 

T. H. Farrer. 

Reginald E. Weedy. 

Arthur Godley. 

R. Strachey. 

B. W. Currie. 

'Henry Waterfield. 

Secretary. 


It seems to me that our judgment, of what the Home Govern- 
ment should do in reference to the proposals of the Government of 
India must depend upon the view we take of the cause of the diver- 
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gence in value that has arisen between gold and silver. The Indian 
Government has to make large annual payments in gold, whilst its 
receipts are in silver. Has gold become more valuable in itself or 
silver less valuable in itself, or if both movements have happened, 
which has been relatively greater? If gold has become more 
valuable, the burdens of India have become greater' than was con- 
templated or intended, and we must ask ourselves whether they can 
be in any degree reduced. If silver has become less valuable, the 
taxation of India is made lighter, and we may freely examine the 
means, direct or indirect, of raising it. If an intermediate hypo- 
thesis is adopted, our way of viewing the problem must be modified 
accordingly. In our Report we have not examined this preliminary 
question, but I hold it the first to be determined. Ror reasons upon 
which I do not now enter, I have come to the conclusion that the 
divergence between gold and silver has been to a large extent due to 
an appreciation of gold; and this opinion necessarily affects my 
judgment of the policy of the Indian Government, which is to adopt 
a gold standard instead of one of silver. This is to accept as un- 
alterable, if not to intensify, the aggravated burden thrown upoii 
India. It may be that no other course is possible, but the Home 
Government should ask itself whether it is through its own action 
that no other course is possible, and whether the Indian Govern- 
ment might not propose a very different course if there was any 
chance of its being favourably considered by the Supreme Govern- 
ment. I am myself drawn to the conclusion that the Home Gov- 
ernment is the greatest obstacle, perhaps the only substantial 
obstacle, to the establishment of an international agreement for the 
use of silver as money, which, without attempting to restore the 
position of twenty years since, would relieve India from the anxiety 
of a further depreciation of its revenue in relation to its liabilities. 
The problem may he thus stated : — The Indian Government fc asks 
permission to adopt a certain course, but, as is well understood, not 
the course it would of its own free will first desire to be adopted. 
In. considering whether the course actually proposed should be 
sanctioned, we cannot refuse to consider whether there are invin- 
cible obstacles to the entertainment of the course which would be 
the first preference of India. 

If I am to put aside the previous question, and confine myself to 
the proposition whether the Indian Government should be allowed 
to suspend the free coinage of silver, so as to enhance the value of 
the coined rupee till it reached a certain relation to the sovereign, 
such as 1 to 15 (Is. 4 d.) or 1 to 13-J (Is. 6d.), I concur in the report 
of my colleagues, subject to the following reservation: — In para- 
graph 139 I think we have overrated the difficulty and delicacy of 
the administrative function involved in the plan there discussed. I 
believe action would be fairly simple if the plan were practically 
tackled. The mints of India are not so numerous as to prevent a 
daily telegraphic message of the seignorage to he charged, if such 
frequency should be deemed necessary. The embarrassment to 
which a person in Ton don wishing to make a remittance in India 
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■would be exposed from bis uneeitainty as to what tbe seignorage 
would be when silver reached an Indian mint would be of the same- 
character as his present embarrassment in not knowing what the 
exchange would be when silver reached India if he sent it out. 

Leonard Courtney. 


1. In the year 18TS the Government of India made - 
a proposal that the mints should be closed against the 
free coinage of silver until the rupee should rise in. 
value to 2s., or one-tenth of an English sovereign. In mak- 
ing this proposal, and on other occasions, the Indian Government 
expressed themselves in very strong terms* concerning the dangers 
and difficulties, present and prospective, caused to India by the fall 
in silver. A Committee appointed by the Secretary of State, of. 
which we were members, reported unanimously against the above- 
mentioned proposals, and it was rejected by the Home Govern- 
ment. *t Further experience shows that, whilst the views expressed 
by the Government of India concerning the future of silver have 
been fully justified by the fall which has since taken place, the 
present condition of India is scarcely such as to justify their esti- 
mate of the difficulties and dangers to the country which they be- 
lieved would arise from it. 

2. The following facts relating to the recent progress of India 
are taken from a paper read by Sir W. Hunter (one of the greatest 
existing authorities on the subject) at the Society of Arts on the 
16th February 1892: 

“ Between 1881 and 1891 the whole number of the army had 
been raised from 170,000 to 220,000, and the number of British 
soldiers in it from 60,000 to 71,000, or, including reserves, volun- 
teers, etc., to very much more. Many large and costly defensive 
works had been constructed both on the North-West frontier and 
on the coasts. In recent years almost all public buildings have 
been reconstructed on a large scale. 

“ Railways, both military and commercial, have been very 
greatly extended. Notwithstanding these extraordinary expenses, 
there were during the 25 years which followed 1862, 14 years of 
surplus and 11 years of deficit, yielding a net surplus of 
Rs. 4,000,000. In 1889 the public debt of. India, exclusive of 
capital invested in railways, showed a reduction since the mutiny 
period of Rs. 26,000,000. The rate at which India can borrow has 
been reduced from 4 or 5 per cent, to a little over S per cent. The 
revenue of India, exclusive of railways and municipal funds, has 
grown between 1856-57 and 1886-87 from Rx. 33,378,000 to 
Rv. 62,859,000, and in 1891 it had increased to Bx. 64,000,000, or, 
-deluding railways and irrigation receipts, to Rx. 85,750,000, and 

* See despatch of 9th November 1878, para. 22, and despatch of 4th Sep- 
tember 1886, para. 24. 

t See Treasury letter of 24th November 18/9. 



this increase is due to the growth of old revenue rather than to new 
taxation. Further, whilst the rent or land tax paid by the people 
has increased by one-third, the produce of their fields has more 
than doubled in consequence partly of higher prices, and partly 
of increase in cultivation. Further, in 1891 there were nearly 
18,000 miles of railway open, carrying 121,000,000 of passengers 
and 26,000,000 tons of goods, and adding a benefit to the people of 
India, calculated as far back as 1886, at Rs. 60,000,000. Further, 
the Indian exports and imports at sea, which in 185S were about 
Rs. 40,000,000, amounted in 1891 to about Rr. 200,000,000, and 
the produce thus exported has increased in quality and variety no 
less than in amount .’ * 

3. Considering facts such as these, we should even now have 
difficulty in recommending the closing of the Indian mints against 
the free coinage of silver if it were not for the circumstance that a 
further heavy fall in silver is possible, and in certain contingencies 
imminent, and that any such fall may bring with it mischiefs and 
difficulties much greater than any w T hich have yet been experienced. 

4. Under these circumstances, having regard to the part we 
have already taken in this matter, as well as to the present exigen- 
cies of the case, we are anxious to state more fully and explicitly 
than is done in the report we have signed what is the full effect of 
the immediate step which we have agreed in recommending, and 
what precautions are in our opinion desirable with a view to its- 
ulterior consequences. 

The step recommended is that the Indian Government should 
be empowered to close the Indian mints against the free coinage of 
silver until the rupee rises in value, so as to stand at a given ratio 
with the sovereign; such ratio to be little above the ratio which has 
been current, say 1$. 4 d., and that they should then be required to 
give rupees at that ratio for all gold brought to their mints. The 
immediate effect of this step will be to alter the Indian measure of 
value. As long as the Indian mint is open, the measure of' value 
is the market value of the weight of silver contained in the rupee; 
but, as soon as the mint is closed, we can no longer be sure that this 
will be the case. Further, so soon as the rupee has risen to the 

f iven ratio, the fraction of an English gold sovereign represented 
y Is. 4:d. will become the measure of value. This is in itself a 
most important change. 

5. To alter the measure of value by substituting- one metal for 
another is at all times a matter of great gravity, and to do so at a 
time when the relations between the two metals are in a state of 
constant fluctuation renders the alteration still more serious. 

6. It is, however, to be observed that the step which we recom- 
mend will produce the least possible immediate change. Its object 
is not so much to raise the gold value of the rupee as to prevent a 
further fall. It does not materially alter the present relations be- 
tween debtor and creditor, but, on tbe contrary, prevents those 
relations being altered in the future by a further fall. Moreover, 
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it provides a means whereby, in case there should be a demand for- 
currency, that demand will he supplied automatically, and not at. 
the discretion of the Xndian Government. 

7. This closing of the mints, however, is only the first step in 
the process contemplated by the Indian Government, and that pro- 
cess will not, be complete until gold is made full legal tender, and 
is received into the Indian currency as freely as gold is received in 
England, or as silver is now received in India, 'this may he effect- 
ed either by the free coinage of gold at the Indian mints or by the 
free reception under arrangement with the Imperial Government 
of gold sovereigns coined in England or in Australia as legal tender 
currency of India. When this is done, the change will be com- 
plete, and India will then have a gold standard of value, and a gold' 
automatic currency, the quantity of which will depend on the de- 
mand for it. What that demand may be is uncertain. Sir D. 
Barbour estimates the outside of the quantity needed to maintain 
the gold standard at 15,000,000?., or one-fifth in value of the esti- 
mated present rupee currency. But, whatever the precise amount,, 
the gold currency is not expected to be more than a small fraction- 
of the actual currency in circulation. 

8. This currency will consist of rupees, each of which is intend- 
ed to circulate, not at the value of the silver contained in it, but 
at the value of the gold contained in the fraction of the sovereign 
(1$. 4<f-) which it represents. With the exception of the small 
quantity of gold in actual circulation, the currency of India will 
thus become a token currency of unparalleled magnitude; and if 
tbe market value of silver should fall considerably, its value would 
become very much greater than the value of the silver contained in 
it. Under such circumstances, it will to a great extent resemble 
a paper currency, and, if it were not made exchangeable for gold 
on demand, would resemble in many respects an inconvertible 
paper currency. The question then arises whether it is certain 
that such a currency will be maintained at its gold value without 
fui'ther precautions. 

9. It is no doubt true that, until the rupee lias risen in value to 
this adopted ratio, the scheme will not have come into full opera- 
tion, and that, when it has come into full operation, the restriction 
placed upon the issue of silver rupees will tend to keep the rupee 
currency at the fixed gold value. But it may well be questioned 
whether this restriction is in itself a sufficient guarantee that this 
gigantic token currency will, under all circumstances, be kept at 
par value. Sir David Barbour himself holds that eventually, if 
the scheme is to be successful, gold when required must be given 
for the rupee either without a premium or at a small premium. 

10. It is, of course, obvious that a great country like India, if 
she undertakes a token currency, must maintain its value and dis- 
charge her obligation by making it reasonably certain that, where 
gold is needed in exchange for rupees, it will be possible to obtain 
it at tbe fixed ratio. 
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11. It has been argued that this object might possibly be eject- 
ed without requiring the Government of India to give gold far 
silver at that ratio, and without the public confidence in their 
ability to do this which would arise from their accumulating and 
possessing a stock of gold available for the purpose. Instances may, 
no doubt, be selected in which Governments have maintained their 
inconvertible token currency at, or nearly at, par without these 
precautions. But a silver token currency, though not in form a 
promise to pay, really implies an obligation to maintain its par 
value ; and prudence as well as experience suggest that this obliga- 
tion should be supported by the obvious means of fulfilling it. 

12. The obligation on the Government to coin silver rupees 
when the rupee is at Is. 4 d. does not in itself carry with it a corre- 
sponding obligation on the Government to give gold for rupees. It 
may not therefore be necessary to provide a reserve of gold before 
that exchange is reached. If it is not reached under the measure 
proposed, no gold reserve will be needed ; but if the measure is 
operative, gold will probably flow in, and will replace silver as the 
reserve against the Government paper issue. If gold thus flows in 
automatically, the Indian Government will be thereby enabled to 
accumulate a moderate reserve ; but, even if it does not, a reserve 
should, we contend, be provided before the Indian Government 
takes the final step of announcing gold as the standard, coupled 
with the correlative obligation to give gold for silver. 

13. What amount of gold reserve may be necessary it is difficult 
to say, but in order to have desired effect, it must be substan- 
tial. Nor, considering that it will in all probability be generally 
resorted to for purposes of export, is it necessary to decide in what 
form or in what place it should be kept. The circumstances of 
India are favourable for the accumulation of the necessary stock. 
India imports more of the precious metals than she exports ; her in- 
habitants no doubt possess already a stock of uncoined gold ; and. 
if the Indian Government receive gold in payment of debts due to 
them, gold ought to come to their treasuries. 

14. At any rate, the expense necessary to procure and retain the 
requisite amount is one that cannot be avoided by any Government 
which desires to maintain the credit of its currency, and will be in- 
significant compared to the loss of which the Indian Government 
now complain. 

15. Under these circumstances, we could not join in the recom- 
mendation contained in the report without at the same time recom- 
mending that the Government of India should, in view of the ulti- 
mate adoption of the whole of their plan, be prepared to secure the 
•convertibility of their token silver currency, and should with that 
object accumulate a sufficient reserve of gold. 

16. We think it right to add that the questions whether gold 
has become more valuable in itself or silver less valuable in itself, 
or whether both movements have taken place, and to what extent 
each movement has gone as well as the further question between 
Bimetallism on the one hand and a universal gold standard on the 



•otter, are questions of which we have taken no notice, as we do not 
think that they fall within the scope of the reference to us. 


T. H. Earkeb. 
It. E. Welbt. 


While cordially concurring with the views of my colleagues so 
-far as they support the proposals of the Government of India, 1 
should have preferred to approve those proposals without imposing 
the conditions that the closing of the mints should be accompanied 

• by an announcement that rupees will be coined in exchange for 
gold at the ratio of Is. 4 d. 

It will be admitted that in a matter of this kind the minimum 
•of State interference is desirable. 

The only excuse for any action on the part of Government is that 
the evils from which they are suffering are becoming intolerable, 
and that, apart from the closing of the mints, no 1 practical remedy 
has been proposed or is attainable. 

In my opinion the proper course for Government to adopt is to 
.issue a proclamation to the effect that, — 

Having regard (1) to the redundancy of silver money in India 
as evidenced by the accumulation of rupees and paper currency in 
the banks, and (2) considering the uncertain policy of other nations 
with respect to silver, the Governor General in Council has resolved 
to suspend for the present the coinage* of silver. 

One effect of such a measure must necessarily be that the Lon- 

• don exchange banks in tendering for Council bills will be compelled 
to quote the price in sterling which they are willing to pay. 
Another probable effect will be that gold will be sent to India in 
increased quantity on private account in order to be exchanged into 
rupees ; and it appears to me that the price in each of these cases, 
when extended over a considerable period of time, and after a cer- 
tain degree of stability has been attained, will afford the best guide 
to Government in estimating the gold value of the rupee, whenever 
•they are called upon to open their mints to the coinage of gold. 

The Government of Austria-Hungary closed their mints to the 
free coinage of silver in 1879, but did not declare a ratio between 
gold and silver till 1892. It seems likely that an interval of time 
more or less prolonged may elapse before the Government of India 
will be in a position to declare a ratio, having regard to the great 
•uncertainty of the effect which its action may produce upon the 
rate of exchange. 

I prefer to leave full discretion to that Government to take such 
-measures as occasion may require and experience may dictate, sub- 
ject to the consent of the Secretary of State in Council. 

I fear that any arbitrary action on the part of Government in a 
•matter respecting which it is impossible that all the facts can be 

.CntREKCY c 
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present to their considei*ation might lead to reclamations both from 
tlie public creditor and fiom others whose interests depend upon In- 
dian exchange, and I am unwilling to taise the responsibility of at- 
tempting to fix: a rate if the object can be practically accomplished 
by the natural action of the market. 

Moreover, I fail to see what advantage would be gained by 
selecting* the ratio of 22*37 to 1 (one and four pence the rupee) 
rather than that of 18*22 to 1, which has been adopted with apparent 
success m Austria, or that which is in use among other nations. 

If contrary to expectation exchange should rise suddenly in an 
inconvenient degree, I would meet the difficulty in the way proposed 
by the Government of India (quoted at paragraph 47 of the Com- 
mittee’s Report) by declaring that English gold coins shall be legal 
tender in India at a rate to be fixed by them. 

23. "W\ Currik. 



Report of the Indian Currency Committee, 

1898. 


India Office, 

7th July 1899 . 

To 

The Right Honourable Lord GEORGE HAMILTON, M.I\, 

Secretary of State for India. 

1 . In your letter of tlie 29tli April 1898, your Lordship refer- 
Ted to us for consideration the proposals of the Government of 
India* for making effective the policy adopted by Her Majesty’s 
Government in 1893 and initiated in June of that year by the 
closing of the Indian Mints to what is known as the free coinage 
of silver. That policy had for its declared object the establish- 
ment of a gold standard in India; and in inviting us to consider 
whether this object could best be attained by the specific measures 
proposed by the Government of India or otherwise, your Lordship 
indicated the scope of our inquiry in the following wordst : — 
“ It will be the duty of the Committee to deliberate and report 
to me upon these proposals and upon any other matter which 
■they may regard as relevant thereto, including the monetary 
system now in force in India, and the probable effect of any 
proposed changes upon the internal trade and taxation of that 
country; and to submit any modifications of the proposals of the 
Indian Government, or any suggestions of their own, which they 
may think advisable for the establishment of a satisfactory system 
of currency in India, and for securing, as far as is practicable, 
.a stable exchange between that country and the United Kingdom.” 

2. Eor the purposes of our inquiry we have held 43 meetings 
and examined 49 witnesses. The notes of evidence, together 
with statistical tables and other important information bearing 
on the subject of inquiry, have already been communicated to 
your Lordship + ; and we now proceed to report the conclusions 
which we have reached upon the questions referred to us. 

* O. — 8840, “ Correspondence respecting the proposals on currency made 
by the Government of India.” 

tC.— 9037, p. iii. 

I C. — 9037 ; C.— 9222; C.— 9376. 


( 59 ) 


c 2 



60 


I. 

The Monetary System of India. 

3. Ia order to explain the monetary system now in force in. 
India, it is desirable to record certain salient facts of the history 
of Indian currency. 

4. At the beginning of the present century no uniform measure 
of value existed in British India. Some parts of India . (e.g., 
Madras) maintained a gold standard and currency; elsewhere, 
as in Bengal, a silver standard obtained, with gold coins in con- 
current circulation; throughout India the coins, whether of gold 
or silver, differed in denomination and differed in intrinsic value- 
even within the same district. Out of this confusion arose the 
demand for an uniform coinage, a demand to which the Court of 
Directors of the East India Company gave their approbation in 
the important Despatch on Indian currency addressed by them- 
to the Governments of Bengal and Madras on 25th April 1806.* 
It ' is important to observe that the Directors, while ** fully 
satisfied of the propriety of the silver rupee being the principal 
measure! of value and the money of account,” by no means desired, 
to drive gold out of circulation. “It is not by any means our 
wish,” they said, <e to introduce a silver currency to the exclusion 
of the gold, where the latter is the general measure of value, 
any more than to force a gold coin where silver is the general 
measure of value.” Nevertheless the first fruits of the policy of 
1806 were seen in the substitution in 1818 of the silver rupee for 
the gold pagoda as the standard coin of the Madras Presidency, 
where gold coins had hitherto been the principal currency and 
money of account. In 1835, when the present silver rupee waS- 
formally established as the standard coin of the whole of British- 
India, it was enacted that “ no gold coin shall henceforward be a 
legal tender of payment ixi any of the territories of the East India 
Cdinpany.** 

5. But, though gold had ceased to be a legal tender in India- 
ns between private individuals, the coining of gold mohurs (or 
te 15 rupee pieces ”) was authorised by the Act of 1835, and a 
Proclamation of 13th January 1841 authorised officers in charge- 
of public treasuries “ freely to receive these coins at the rates, 
until further orders, respectively denoted by the denomination- 
of the pieces.” As the gold mohur and the silver rupee were of 
identical weight and fineness, this Proclamation represented a- 
ratio of 15 to 1 between gold and silver. In 18521- it was held 
by the Directors of the East India Company, on representations 
from the Government of India, that the effect of this Proclama- 
tion “ has been, and is likely to be still more, embarrassing ” 
to the Governinent of India. “ The extensive discoveries of gold' 
in Australia having had the effect of diminishing its value re- 
latively to silver, holders of gold coin have naturally availed 


* H. of C. No. 127 of 1898. 

t H. of O. No. 254 of 1860, p. 46. 
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them's elves of tlie opportunity of obtaining at the Government 
treasuries a larger price in silver than they could obtain in tlie 
market.” Consequently, on 25th. December 1852 there was issued 
a Notification* withdrawing the above provision of 1841, and 
declaring that, on and after 1st J anuary 1853, (e no gold coin 
will be received on account of payments due, or in any way to 
be made, to the Government in any public treasury within the 
territories of the East India Company.’’ 

6. In 1864, t the Bombay Association (representing the native 
mercantile community of Bombay) and the Chambers of Com- 
merce of Bengal, Bombay and Madras having memorialised the 
Government of India for a gold currency,, the Government pro- 
posed “ that sovereigns and half-sovereigns, according to the 
British and Australian standard, coined at any properly authorised 
Royal Mint in England, Australia, or India, should be made legal 
tender throughout the British dominions in India, at the rate of 
one sovereign for 10 rupees ; and that the Government currency 
notes should be exchangeable either for rupees or for sovereigns 
at the rate of a sovereign for 10 rupees, but that they should not 
be exchangeable for bullion.” The Imperial Government, while 
unwilling to make the sovereign a legal tender, saw “ no' objection 
to reverting to a state of matters which prevailed in India for 
many years, namely, that gold coin should be received into the 
public treasuries at a rate to be fixed by Government and publicly 
announced by Proclamation.” It was considered that this ex- 
perimental measure <e will, as far as it goes, facilitate the use 
of the sovereign and half-sovereign in all parts of India; it will 
pave the way for the use of a gold coinage in whatever shape 
it may ultimately be found advisable to introduce it; and at the 
same time, it establishes a preference in favour of the sovereign.” 
Accordingly, on 23rd November 1864, a Notification was issued 
that sovereigns and half-sovereigns should, until further notice, 
be received as equivalent to 10 rupees and 5 rupees respectively* 
in payment of s um s due to Government. In the following March* 
the directors of the Bank of Bengal^ urged that, “ in view 
of the continued influx of sovereigns,” the time had come when 
British gold might, “ with safety and advantage, be declared 
legal tender at the respective rates of ten and five rupees,” and 
the Government of India again pressed their original proposal on 
the Imperial Government. Tlie Secretary of State replied on 
17th May 1865, that the time did not appear to have arrived 
for taking any further step, nor did he see that any practical 
advantage would attend the proposal to admit British gold to legal 
tender in India. On 28th October 1868, the Government of India 
raised the rate for the receipt of sovereigns and half-sovereigns at 

from Es. 10 and Rs. 5 to Rs. 10^ and Rs. 5^, 


* H. of C., No. 162 of 1868. 
t H. of C., No. 79 of 1866. 

1 H. of C., No. 368 of 1865. 
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7. In 1876,® after the rupee had temporarily fallen in ex- 
change to 18%d., the Bengal Chamber of Commerce and the 
Calcutta Trades’ Association urged the temporary suspension of 
the compulsory coinage of silver by the Indian mints. The 
Government of India decided that “ up to the present there is no 
sufficient ground for interfering with the standard of value.” 

8. In 1878, t however, the Government of India expressed a 

different opinion, being ££ led to the general conclusion that it 
will be practicable, without present injury to the community as a 
whole, or risk of future difficulties, to adopt a gold standard while 
retaining the present silver currency of India, and that we may 
thereby in the future fully protect ourselves from the very real 
and serious dangers impending over us so long as the present 
system is maintained.” Aiming at the eventual adoption of the 
British standard, and the extension to India of the use of British 
gold coins, the Government proposed to proceed at the outset as 
follows: ££ We first take power to receive British or British 

Indian gold coin in payment for any demands, of the Government, 
at rates to be fixed from time to time by the Government, till 
the exchange ” (about Is. 7 d. in 1878) “ has settled itself suffi- 
ciently to enable us to fix the rupee value in relation to the pound 
sterling permanently at 2s. Simultaneously with this, the seig- 
norage on the coinage of silver would be raised to such a rate 
as would virtually make the cost of a rupee — to persons importing 
bullion — equal in amount to the value given to the rupee in com- 
parison with the gold coins above spoken of. should thus 

obtain a self-acting system under which silver would be admitted 
for coinage at the fixed gold rate as the wants of the country 
required ; while a certain limited scope would be given for the 
introdtiction and use of gold coin, so far as it was found conve- 
nient or profitable.” The above proposals of 1878 were referred 
to a Departmental Committee, who, on 30th April 1879, briefly 
reported* that they were ee unanimously of opinion that they can- 
not recommend them for the sanction of Her Majesty’s Govern- 
ment.” A discussion of some of the reasons which appear to 
have influenced the Committee of 1879 in urging the rejection of 
the proposals referred to them will be found in the evidence given 
before us by Sir Bobert Giffen, who was a member of that Com- 
mittee. ( See Questions 10,025-48.) 

9. Between 1878 and 1892 the continued fall in the gold price 
of silver caused repeated embarrassment to the Government of 
India; but the main object of such attempts as were made by that 
Government to deal with the subject during the period in question 
was not to effect a change of standard in India, but to facilitate 
an international agreement which might cause a rise in the gold- 
price of silver, and thus diminish the inconvenience resulting from 
the retention of a silver standard in India. 


* H. of C\, No. 449 of 1893. 
+ C.— 4868 of 1886. 

X O. — 4868 of 1886, p. 26. 
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10. In 1881 Indian delegates were sent to tlie Monetary Con- 
ference at Paris, witli instructions that “ while the Secretary of 
State in Council is unwilling to encourage an expectation of any 
material change at present in the monetary policy of India, he 
would be ready to consider any measures . . . calculated to* 

promote the re-establishment of the value of silver/’* In 1886,. 
shortly before the appointment of the Poyal Co mmi ssion on Gold 
and Silver, the Government of India expressed the opinion that 
“the interests of British India imperatively demand that a deter- 
mined effort should be made to settle the silver question by interna- 
tional agreement ;”t and in 1892 Indian representatives were sent 
to the International Monetary Conference at Brussels, which was 
convened for the consideration of measures for the increased use of 
silver as currency. 

11. In 1892, inasmuch as it was foreseen that the International 
Conference might fail to secure the objects for which it was to be- 
called together, the idea of changing the standard of value in India 
from silver to gold had been once more brought into prominence 
by the action of the representatives of the mercantile community 
of Calcutta. On 18th February 1892, f when the Internationals 
Conference was in prospect, the Bengal Chamber of Commerce 
represented that it was “ impossible for men of business to feel any 
confidence in the future value of the rupee, and they believe that 
such a state of things restricts the investment of capital in this 
country and seriously hampers legitimate enterprise.” If success 
could not be secured by International Agreement, the Chamber- 
saw nothing “ but the prospect of endless fluctuations in the 
relative values of silver and gold, attended with a fall in the value 
of silver of indefinite amount ; and the Committee [of the Chamber 
of Commerce] thins: that in such case the Government of India 
should take steps to have the question of the advisability of intro- 
ducing a gold standard into India carefully and seriously considered 
by competent authorities.” In their Despatch of 23rd March 1892,, 
the Government of India, while urging the Secretary of State to 
lend his “ support to any proposals that might be made by the 
United States of America, or by any other country, for the settle- 
ment of the silver question by international agreement,” called 
attention to the probability that, failing an international agree- 
ment, the United States would be forced to stop the purchase and 
coinage of silver; and they requested the Imperial Government* 
in view of this contingency, to take forthwith into consideration 
whether any, and, if so, what measures could be adopted for the 
protection of Indian interests. On 21st J une 1892, the Government 
of India proceeded to record their “ deliberate opinion that, if it 
becomes evident that the International Conference is unlikely to- 
arrive at a satisfactory conclusion, and if a direct agreement between 

* H. of C., No. 449 of 1881. 

-j. c. — 4868 of 1886. See also First Report of Gold and Silver Commi- 
ssion, pp. 353- — 9. 

1 C. — 7060, II of 1893, p. 145 et seqq. 


deliberation 5 but, having in view these considerations, we think that 
it should be in the discretion of the Government of India, with the 
approval of the Secretary of State in Council, to take the requisite 
steps, if and when it appears to them and to him necessary to do 
so . 5 ’ 

13. The Committee’s recommendations having been approved by 
the Imperial and Indian Governments, there was passed, on 26th 
June 1893,® the Act, No. VIII of 1893, “ to amend the Indian 
Coinage Act, 1870, and the Indian Paper Currency Act, 1882.” 
This Act provided for the closing of the Indian Mints to the 
“ free coinage ” of both gold and silver — Government retaining 
the power to coin silver rupees on its own account. By Notifica- 
tions (Nos, 2662-4) of 26th June 1893, arrangements were made 
( i ) for* the receipt of gold at the Indian Mints in exchange for 
rupees at a rate of 16 cl. per rupee, (ii) for the receipt of sovereigns 
and half-sovereigns in payment of sums due to Government at the 
rate of Us. 15 for a sovereign, and (iii) for the issue of Currency 
Notes to the Comptroller-General in exchange either for British 
gold at the above rates or for gold bullion at a corresponding rate. 

14. In 1897 the Secretarv of State for India referred to the 
Government of India the question whether, if the Mints of Prance 
and the United States of America were opened to the free coinage 
of silver as well as gold at a ratio of 15^ to 1 , the Government of 
India would undertake to re-open concurrently the Indian Mints 
to the free coinage of silver and to repeal the above Notifications 
of 1893. In !reply, tine Government of India expressed their 

unanimous and decided opinion ” that it would be “ most unwise 
to re-open the Mints as part of the proposed arrangements,, 
especially at a time when we are to all appearance approaching 
the attainment of stability in exchange by the operation of our 
own isolated and independent action.”® This conclusion was 
endorsed by - the Secretary of State for India in Council and by 
the Imperial Government. 

15. In January 1898, “ in order to afford a means of relief to 
the severe stringency ” then prevailing in the Indian money 
markets, an Act was passed (No. II of 1898),$ empowering the 
Government of India to direct, by Order notified in the Gazette 
of India, the issue of Currency Notes in India on the security 
of gold received in England by the Secretary of State at the rate 
and subject to the conditions to be fixed by such Order. Under 
this Act, which was to remain in force for six months, a Notifica- 
tion was published by the Government of India on the 21st January 
1898, announcing that notes would be issued, in exchange for gold 
held by the Secretary of State for India, at the rate of one Govern- 
ment rupee for 7*53344 grains of fine gold, with the addition of 
such further quantity of fine gold as the Secretary of State should 
from time to time determine to be “ sufficient to cover all costs and 

» O.— 7098 of 1893. 

+ O.— 8667. 

j See Appendix, p. 34. 
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charges incidental to the transmission of gold to India.” Under 
this Notification, the Secretary of State in Council gave notice of 
his readiness “ to sell, until further notice, telegraphic transfers 
on Calcutta, Madras, and Bombay, at a rate not exceeding Is. 4 -£$d. 
for the rupee.” This Act was extended for a further period of two 
years by the amending Act, No. VIII of 1898. No gold has been 
tendered under the provisions of these Acts. 

16. It will thus be observed that, at the present time, gold 
is not a legal tender in India, though the Government will receive 
it in the payment of public dues ; that the rupee remains by law 
the only coin in which other than small payments can be made ; 
that there is no legal relation between rupees and gold; but that 
the Indian Government has declared (until further notice) a rate 
at which rupees can be purchased for gold coin or bullion — such 
rate serving to determine the maximum limit to which the sterl in g 
exchange can rise under present arrangements. 


IT 

A Silver Standard. 

17. Having thus set forth the origin and present position of 
the monetary system of India, we proceed to consider the question 
whether, in the light of the six years experience gained since 
1893, it is desirable to reverse the policy initiated in that 
year and to re-open the Indian mints to the unrestricted co in age 
of silver. Such a step has not been advocated in the Memorials 
which we have received from the Chambers of Commerce of 
Bengal, Bombay, Madras and Karachi.* Nor is there unanimity 
among those who do advocate so important a change of policy. 
Apart altogether from the fact disclosed by the evidence that 
some who were opposed to the closing in 1893, now advocate a gold 
standard, there is a clearly marked division between those who 
would re-open the mints to silver forthwith and those who, while 
■contemplating such a course eventually, hesitate to re-open the 
mints immediately. The latter class may be further sub-divided 
into those who propose to leave the time and conditions of such 
re-opening to be hereafter determined, and those who suggest 
immediate steps towards a gradual re-opening. With regard to 
the last suggestion, which aims at mitigating what its advocates 
have represented to us as the prospects of disaster to merchants 
and traders and of grave difficulty to the Government of India from 
the sudden drop in exchange to the bullion value of the rupee 
(about 10|<Z. at the present time), no scheme has been submitted to 
us which appears likely to attain the object in view. In our 
opinion, any measures for gradual re-opening would be so fully 
and immediately discounted as to defeat the precise objects for 


* See Appendix, p. 17 et seqq. 
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which, they are suggested. It is obvious, moreover, that the certain 
prospect of a heavy fall in the exchange would at once drive capital 
from. India. 

18. As regards the policy which, while declaring in favour 
of open mints, would leave it to future undefined circumstances 
to indicate when the step should be taken, this (so far as it is 
not dictated by the desire for an international agreement, to which 
we refer presently) recognises that, for the present, the benefits 
anticipated from a return to a silver standard do not counterbalance 
the evils which would result from abandoning the status quo. The 
hope apparently is that, from a rise in the gold-price of silver, or 
from a fall in the sterling exchange of the rupee, or from a com- 
bination of these or other undefined circumstances, it may hereafter 
become possible to revert to a silver standard without causing a 
sudden and heavy fall in the exchange value of the rupee. Mean- 
time it is proposed that the present arrangements should continue 
indefinitely, in spite of the disabilities considered to be thereby 
imposed on what are regarded as the true interests of India. This 
suggestion could, of course, only be entertained by the Government 
of India if it were definitely decided, in principle, to re-open the 
Indian mints to silver; and its adoption or rejection must depend on 
the answer to the broad question with which we are about to deal, 
viz. : - — Is it desirable for India to revert to silver monometallism ? 

19. The policy of re-opening the mints at some future date to 
silver stands on a different footing when urged by those who look 
forward to an international agreement and consider that there is 
reasonable hope of such an agreement within a limited period. 
Such persons, unlike those above referred to, aim directly at a 
stable exchange between India and the United Kingdom, and 
advocate delay only in order that an international agreement may 
be reached. With regard to this anticipation, we confine ourselves 
here to stating that, the negotiations of 1897 with France and 
the United States of America having proved fruitless, no fresh 
proposals, so far as we are aware, have been, or are being, made 
by any of the Governments concerned. 

20. The main proposal that the Indian mints should be re- 
opened forthwith to the unrestricted coinage of silver has been 
supported by witnesses on various considerations, one of which is 
that “ alow rupee and a low exchange ” encourage the export trade 
on which India’s prosperity depends, and that an' “ arbitrarily 
enhanced ” rupee discourages exports. It is urged that encourage- 
ment would best be given to exports by a reversion to the system 
of open mints, so that the rupee in exchange would again coincide 
with the gold price of silver, with the result that an end would be 
put to the unfair advantage which the present system is held to give 
to the silver-using competitors of India, and which (according to 
this view) the effective establishment of a gold standard would per- 
petuate. Great stress is laid by the advocates of open mints upon 
the burden imposed on the export trade of India by stringency in 
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the Indian money market, which they attribute to the closing of 
the mints, and represent as likely to increase under the present sys- 
tem of closed mints. It is admitted generally by the advocates of 
open mints that the benefits which would accrue to India from 
restoring the silver standard would probably lead to difficulties on 
the part of the Indian Government ; but it is urged that these diffi- 
culties would be temporary only, and that they could be met either 
by borrowing or by increased taxation, including import and export 
duties. 

21. Dealing first with the question of discount rates, it will 
be sufficient to remark that the anticipations of increasing strin- 
gency have not been verified during the recent busy season. 
Whereas the minimum rate of the Bank of Bengal was 10 per 
cent, on 6th January 1898, rising on 24th February to 12 per 
cent, (at which figure it stood until 27th April 1898), and did 
not fall below 10 per cent, until 16th June 1898, the rate for the 
busy season of 1898-99 has never exceeded 7 per cent., and this 
though the total volume of India’s seaborne foreign trade exceeded 
Rx. 210,000,000 in 1898-99, as against (under) Rx. 199,000,000 in 
1897-98. 

22. While it may be questioned whether banking arrangements 
in India might not with advantage be strengthened and adjusted 
to the growing requirements of Indian trade, we cannot doubt that 
one of the main causes of the stringency of 1897-98 was the reversal 
(necessitated by the exceptional circumstances of India at the time) 
of the relations of the Government of India and the money market 
in the autumn of 1897. In ordinary years the Government, is able, 
through the sale of Council Bills and Telegraphic Transfers, to.place 
large sums at the disposal of the money market throughout the 
autumn and winter. Thus, during the last months of 1894, the 
bills and transfers sold by the Secretary of State amounted to 
Ex. 8,052,000, in 1895, for the same period of the year, the amount 
was Ex. 9,888,000 ; in 1896 the amount was Ex. 6,056,900. But 
in 1897, owing to the depletion of the balances of the Government 
of India, brought about by expenditure on famine relief and 
military operations and by failing revenue, the Secretary of State 
was unable, from 1st September to 15th November, to offer bills or 
transfers for sale, and was compelled to purchase drafts on India 
for Ex. 1,000,000. Thus, during the last four months of 1897, the 
amount placed at the disposal of the Indian money market in the 
Presidency towns in consequence of the remittance transactions of 
the Government was only Ex. 332,700, or R,x. 5,724,200 less than 
the year before. 

23. It must not be forgotten that high discount rates were not 
unknown in India under the system of open mints ; for example, 
the Bank rate reached 12 per cent, in April 1S90 (in which year 
the rate did not fall below 10 per cent, from 10th February to 24th 
April), while in 1889 12 per cent, was quoted continuously from 
21st February to 28th March, the rate not falling below 10 per cent, 
from 17th J anuary to 11th April of that year. 
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24. "We come nest to tlie suggestion that the present system 
of closed mints handicaps India in her industrial competition with 
countries on a silver standard. 

Of suck countries China may be taken as tke type, and it is 
said that tlie greater fall in (say) tke London exchange with China 
as compared with the fall in tke exchange with T-n dia stimu- 
lates exports from China which compete with exports from 
India, - and also stimulates native production in China to the 
•disadvantage of Indian imports into China; and that in this way 
India is placed at a disadvantage, and that the disadvantage to 
India is increased when an actual rise occurs in the Indian 
exchange. 

It is explained that a fall in the price of silver is necessarily 
accompanied by a fall in the China exchange, that the producer 
in China consequently receives a higher silver price in respect of 
the same gold price, whilst wages and the other factors in the cost 
of production do not increase in the same proportion ; that produc- 
tion in China becomes more profitable and is therefore stimulated; 
that, on the other hand, if the Indian exchange does not fall to an 
equal degree, the Indian producer does not receive this stimulus, 
and, if the Indian exchange rises, the producer in that country 
receives a lower rupee price, while wages and the other factors in 
the cost of production do not proportionately diminish; that the 
Indian producer does not receive the same profit as before, and that 
production is therefore checked. 

This aspect of the question was considered by Lord Hersehell’s 
Committee, and the conclusions at which they arrived will be found 
in paragraph 27 of their Report. They expressed the opinion 
that, even if we assume the argument as to a stimulus or 
check to production to be sound, the effect of each successive fall 
in exchange must be transitory, and could only continue until 
circumstances have brought about the inevitable adjustment. In 
this opinion we concur, and evidence has been laid before us which 
shows that prices and wages have risen in China since silver has 
fallen in price and the local copper currency has appreciated in 
terms of silver. 

25. Lord Herschell’s Committee examined the statistic" of 
Indian exports for a series of years and came to the conclusion 
that <f although one may be inclined, regarding the matter theo- 
retically, to accept the proposition that the suggested stimulus 
would be the result of a falling exchange, an examination of the 
statistics of exported produce ” [from India] “ does not appear 
to afford any substantial foundation for the view that in practice 
this stimulus, assuming it to have existed, has had any prevailing 
effect on the course of trade ; on the contrary, the progress of the 
export trade has been less with a rapidly falling than with a steady 
exchange.” 

~We need not quote the statistics of the export trade to which 
that Committee called attention, but we desire to state that we 
have been unable to find any statistical support for the theory 
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that exports are largely and permanently stimulated by a depre- 
ciation of the standard of value, resulting in a fall in the exchange. 

The statistics of the Indian export trade since the mints were 
closed ^ to silver might have been expected to throw light on this 
portion of the question, but their value for this purpose is much 
diminished by the special disturbing influences to which that trade- 
has been subjected during the last six years. 

The closing of the Indian mints, the cessation of the purchases- 
of silver by the United States of America, the consequent fall in 
the price of silver, and the apprehension to which it gave rise, 
undoubtedly disturbed the course of trade for a time, and when 
recovery to more normal conditions might have been expected, 
India was affected by war, famine, and plague, and its finances 
were so seriously embarrassed that the drawings of the Secretary 
of State were largely reduced, and loans of unusual magnitude 
were raised in London on account of the Government of India. 
The exports from India were largely reduced in 1897-98. In the 
following year (1898-99) there was a marked recovery ; the draw- 
ings by the Secretary of State were unusually large ; and a sub- 
stantial sum in gold "was brought to the Indian Treasury. 

26. !For convenience of reference we give in this place the 
figures of gross exports from India in the 12 vears from 1887-88 
to 1898-99. 

Exchange. 


d. 

16-898 

16-379 

16-566 

18-089 

16-733 

14-985 

14-547 

13-101 

13*638 

14- 451 
15*354 

15- 978 


Silver, per oz. 

d. 

44f 

42J 

42 * 

47 * 

45* 

39 * 

35 * 

28* 

29§ 

30f 

27 ^ 

26* 


Exports of 
Merchandise^ 


1887— 88 

1888— 89 

1889— 90 

1890— 91 

1891— 92 

1892— 93 

1893— 94 

1894— 95 

1895— 96 

1896— 97* 

1897— 98* 

1898— 99 


* Famine years. 
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For the reasons we have stated in the preceding paragraph, 
we hesitate to draw any positive conclnsion from these figures, but 
•they afford no support to the theory that large exports are incom- 
patible with a rise in the rate of exchange- 

27. In this connexion we wish specially to notice the very im- 
portant Tea Industry of India and Ceylon, which certain witnesses 
stated to be seriously threatened by competition with China tea 
produced in a country on a silver basis. We recognise the large 
capital invested in the tea estates, and that their maintenance 
is of vital importance to the many Europeans and natives 
employed therein. It was represented to us that the profits of 
the producers of Indian and Ceylon tea had been affected by the 
.recent rise in the Indian exchange ; that although this diminution 
•of profit could not immediately affect the total export of tea from 
gardens already in existence, or the increase from gardens in pro- 
cess of formation and about to come into bearing, it would tend 
to diminish the extension of cultivation, and thus prevent the 
export of tea from increasing to the extent to which it would other- 
wise have done. 

We do not doubt that the recent rise in the Indian exchange 
temporarily diminished the profits of the producers of tea, just 
.as the previous fall had temporarily increased them ; but, as we 
•have already said, we see no reason to suppose that the strength of 
the competition of China tea will be permanently increased by 
the fact that China is on a silver basis. So far there is no 
evidence to show that the exports of China tea have appreciably 
.increased, and there is evidence to show that the rise in Chinese 
wages and general prices has at least begun to take effect. 

It appears to us that the permanent interests of the tea gardens 
of Ceylon and India will be promoted rather than injured when 
their operations are carried on under the same standard of value 
•as exists in the countries to which their produce is exported. 

We find that this question of the competition of China with 
ilndian tea was specially considered by the Government of India 
in 1892, before the Indian mints were closed to silver, in con- 
nexion with a memorial on the subject from the Darjeeling Planters* 
Association. The views of the Government of India on the subr 
ject are contained in a letter to the Honorary Secretary to the 
Association, dated 12th October 1892, and printed at pages 176-77 
■of the Minutes of Evidence before Eord Hershhell’s Committee. 
The following extract from that letter contains a summary of the: 
-views which the Government of India expressed at that time : — 

££ To sum up, the Government of India are of opinion — 

(1) That a country, as a whole, makes no gain in its inter- 
national trade by a depreciation of its standard, since 
the extra price received for its exports is balanced by 
the extra price paid for its imports. 



(2) That the producer of an article of exports may make &s 
temporary and unfair gain from depreciation of the 
standard, at the- expense of his employes and of other 
persons to whom he makes fixed payments. 

(3) But that this gain, while not permanent, is counter- 
balanced by a tendency to over-production and conse- 
quent reaction and depression, by a liability to sudden 
falls in price as well as to rises, and by the check to 
the general increase of international trade which 
necessarily results from the want of a common standard 
of value between countries which have intimate com- 
mercial and financial relations.” 

We are unable to find that anything has occurred since the 
closing of the Indian mints to silver to throw doubt on the 
soundness of the views expressed in 1892 bv the Government of 
India. 

28. As regards the argument that a low exchange stimulates 
exports and discourages imports, it is further to be observed that 
whatever advantages attach to a low exchange should be increased, 
by parity of reasoning, by a still lower exchange ; and it has 
accordingly been represented to us that it is a falling exchange 
which stimulates exports. But, as regards the ultimate limits 
of beneficial fall, we have failed to discover at what precise point, 
if at alh the advocates of this view would hold that the alleged 
advantages of a falling exchange cease. 

29. To re-open the Indian Mints to silver without an inter- 
national agreement would necessarily result, according to all past 
experience, in renewed instability of the exchanges between India 
and gold-standard countries. It is generally recognized that 
fluctuations of exchange constitute an obstacle to international 
trade, the true interests of which are to be sought in a stable 
monetary par of exchange. Since over four-fifths of India’s sea- 
borne foreign trade is with gold-standard countries, it follows that 
the balance of advantage is beavily in favour of stability of ex- 
change with gold-standard countries ; and accordingly, considered 
by itself, the instability of exchange which must be anticipated 
from re-opening the Indian Mints to silver, is a powerful argu- 
ment against taking the step. 

30. So far we have considered the matter solely from the stand- 
point of trade; and the above remarks will have indicated our 
conclusion that, even apart from considerations primarily affecting 
the Government of India, it is not in the permanent interest of 
India that her foreign commerce, over 80 per cent, of which 
is with gold-standard countries, should be hampered by the resto- 
rations of silver monometallism. This conclusion is strengthened 
by considerations affecting the Government of India, which is the 
representative of the general interests of India. Apart from certain 
large payments in India (such as the pay of British soldiers serving 
in that country), the rupee total of which payments is regulated 
by the sterling exchange, the Secretary of State for India has 
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now, under normal conditions, to meet obligations in England: 
amounting annually to between 17 and 18 millions sterling. In 
order to make these payments, the Government of India raises- 
taxation in rupees, and would therefore be seriously affected by 
the re-opening of the mints to silver. It is impossible to foretell 
what would be the actual effects of this step on exchange. But a. 
drop even to Is. (which is about 2d. above the present bullion . 
value of the rupee) would, on a moderate estimate, increase the 
necessities of the Government of India by at least Rs. 10,000,000 

f poss, against which might be set some possible increase of revenue, 
eaving an increase of at least Rs. 7,000,000. This sum ex- 
ceeds the total excise revenue of India by Rx. 1,500,000, exceeds 
the total stamp revenue by Rs. 2,16u,000, and is nearly four' 
times the total yield of the Indian income tax. An increase of 
expenditure to this extent would not only absorb the whole of 
the present surplus — which is the result of an increase in 
taxation imposed since 1886 principally to meet exchange diffi- 
culties — but would also necessitate further taxation. As regarde 
an increase of taxation. Lord Northbrook has expressed the opinion. 
(Q. 8,407) that, while it would be possible, “ it would be in the 
highest degree unwise, both in respect of the trade of India, the 
welfare of the people of India, and I will go far as to say the 
security of the Indian Empire.” Concurring as we do in this 
opinion, which has been supported by the independent testimony 
of other distinguished administrators of India, we must add that 
the Government of India would not be justified in assuming that,, 
with the mints re-opened to silver, the fall of the exchange to a 
shilling is the greatest fall which they might be called upon to 
face either immediately or at a future time. 

31. It has been urged before us that, so long as the rupee* 
is current at a value considerably above that of the silver which 
it contains, there is serious risk of counterfeit coins in silver of 
standard fineness being manufactured and put into circulation. 
This subject has engaged the attention of the Government of India; 
and in a despatch dated 12th January 189® (more than five and a 
half years after the closing of the mints), they express the opinion 
that there is no evidence of such counterfeiting on any appreciable^ 
scale. "We see no reason to doubt the correctness of that opinion; 
nor does the experience of other countries, in which silver Coins 
circulate at an enhanced value, Suggest any other conclusion. 

32. In view of the considerations which we have stated, we- 
concur with the Government of India in their decision “ not to» 
revert to the silver standard.” 


III. 

The Principle of a Gold Standard. 

33. At the present time, the practical alternative to silver 
monometallism is a gold-standard-, that is to &ay, gold as the 
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measure of value in India, either with, a gold currency or with 
a gold reserve. 

34. We have already lef erred to the fact that over four-fifths 
•of the foreign trade of India is with gold-standard countries, and 
that for this reason it is desirable that India should have the same 
measure of value as those countries. Regard being had to the 
supremacy of gold in international commerce, the change to a 
gold basis has been represented to us by Professor Marshall (Q. 
31,815) as “ like a movement towards bringing the railway gauge 
.-on the side branches of the world’s railways into unison with the 
main lines.” This consideration directly relates to facilitating 
interchange of commodities. 

35. A further and certainly not a less important consideration 
for a country like India is that an established gold-standard is 
the simplest and most effective means of attracting capital. The 
-need of India for foreign capital is indisputable, and this need is 
partly of a temporary and partly of a permanent character. For 

• climatic reasons, India is essentially a country of seasonal trade; 
she has a busy season and a dull season, though the tendency 
of late years has been to diminish the disparity and to exhibit 
approximation to a more uniform average within each year. From 
•this seasonal character it follows that the demand for money is 
much greater for one part of the year than for the other. In 
•the busy season there is a brisk demand for temporary advances 
to move the crops; in the dull season money is in little demand. 
The distinction is shown in an extreme form by the facts of the 
money market in 1897-8, when there was a seasonal variation in 
discount rates of no less than 7 per cent., and the fluctuations were 

• even greater in 1889 and 1890. In order to diminish the risk to 
.Indian commerce of a recurrence of such stringency, and in order to 
■reduce the average rate charge for the local use of money, the sound 
policy is. to attract capital to India from the gold-standard coun- 
tries which have capital to lend, and this can best be achieved by a 
gold standard and a stable exchange. Moreover, it is in many 
ways as important that money should be able to flow out of a 
country without depreciation, when it is no longer in relative 
demand there, as that it should flow in when required. A gold 

.standard is, in our opinion, the only means by which, under present 
conditions, these benefits can be secured. 

36. The natural resources of India are beyond question, as also 
ds the need for their development. In order to develop and reap 
the benefit of her resources, India requires, and must long conti- 
nue to require, foreign capital. Such foreign capital can only 
be drawn from the gold-standard countries; and the capital of 
these countries can only be attracted by a moderate rate of interest 
or profit on condition that the investor is satisfied that there is 
not likely to be a fall in the sterling exchange. We have had the 
-valuable testimony of Mr. Alfred de Rothschild (Q. 11853) that 
British capital would be at once forthcoming if the British investor 
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knew that there was a fixed rate of exchange between the two- 
countries. We attach great importance to this argument in favour 
of a gold standard for India. 

37. It seems unnecessary to discuss the further considerations 
which point tp the benefits to India of a gold standard. We desire, 
however, to remark that the effective establishment of such a 
standard in India would not preclude India hereafter from con- 
sidering responsible proposals for an international agreement, if 
circumstances should arise to render such negotiations practicable.. 

38. Before discussing the various further measures which have- 
been proposed for establishing a gold standard in India, we submit 
to your Eordship the following considerations relating to the exist- 
ing currency arrangements. Inasmuch as, for practical purposes, 
the sterling exchange furnishes a broad test of a country’s claim 
to be on a gold standard, and inasmuch as the Indian exchange* 
since January 1898 has been stable (within what may be regarded 
as “ specie points ”) at 16d. per impee, it has been represented 
to us that the gold standard may be regarded as having been 
reached in India already. According to this view, the closing of 
the Indian mints to silver and the undertaking by the Government 
to give rupees for gold has already had the result of making 
gold practically a legal tender in India, present arrangements 
being sufficient to supplement automatically from time to time 
the stock of currency. 

39. Judged solely by existing facts, this contention cannot be 
disputed in its essentials. Events have proved more favourable 
than was anticipated by the Government of India when, in their 
despatch of 3rd March 1898, they represented that it was not very 
probable that gold would be presented in the early future. And, 
although they expressed the opinion that it was tc in any case 
extremely unlikely to be presented in such quantity as to lead 
automatically to an accumulation of gold sufficient for a reserve,” 
statistics indicate that a 'considerable accumulation has already 
been affected. On 31st March 1899, the reserve of the Paper Cur- 
rency Department of the Government of India included gold to the 
amount of over 2,000, 000Z. sterling. At the present time the 
amount of gold is 2,378, 609Z. 

40. While this substantial addition in gold was being made 
to the Indian currency, the Government of India was able, within 
the year to 31st March 1899, to remit by the sale of Council 
Bills a s um of 18,712,454?., which is considerably more than the 
average sterling requirements of the Secretary of State, and was 
2,712,454Z. in excess of the original estimate of his sterling draw- 
ings. This has been accomplished without lowering the average 
price realized by the sale of Council Bills below 15'978cZ. (or as 
nearly as possible the limit fixed in 1893); and stringency has not 
recurred in the money-market. Automatically, therefore, existing 
currencv arrangements sufficed not only to maintain — without 
monetary stringency — a steady gold standard in 1898-9, but also te 
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initiate a gold reserve in India, to serve as a bulwark for the 
maintenance of the gold standard in future years. 

41. If it has been possible to secure these results in the past 
in the face of distrust, it may be argued that even greater success 
may be expected in the future with the growth of confidence. 
We are by no means prepared to suggest that this may not prove 
the case, or that the mere continuance of the status quo may 
not prove adequate by itself gradually to supplement the currency 
of India with a margin of gold sufficient to tide her over adverse 
years hereafter. But the same considerations which tell in favour 
of maintaining the status quo for the present, equally tell against 
its maintenance permanently. In practice it would be impossible 
for the Government of India to receive gold beyond a certain point 
into their Treasuries or their Paper Currency reserve, unless they 
were also empowered to pay that gold out again in cashing their 
notes or meeting other liabilities in India. But this would mean 
declaring gold a legal tender at a fixed rate, and thereby super- 
seding the purely provisional machinery of' the existing system. 
According to this argument, therefore, maintenance of the existing 
system comes to mean little more than postponing further action 
for a time. The interval would be long or short, according to the 
slow or rapid accumulation of gold ; but in no case could the provi- 
sional arrangements now in force constitute — nor indeed, were they 
ever intended to constitute — a permanent settlement of the problem. 
The practical question is, therefore, narrowed to this : — Should 
the status quo be allowed to continue until events force the Gov- 
ernment to take action ? There would have been more to be said 
in favour of suspending action and leaving facts to settle the 
problem, had it not been for the circumstances which led the 
Government of India to formulate proposals for curtaining the 
transition period and taking “ active steps to secure the early 
■establishment of a gold standard and a stable exchange . ” That 
^opinion having been expressed by the Government of India, and 
public discussion having been aroused by the publication of their 
proposals and by the present inquiry, it appears to us undesirable, 
•even though results have proved more immediately successful than 
the Government of India anticipated on 3rd March 1898, to leave 
matters as they are. If, in face of the public attention which 
the question has attracted, and in face of the considerable diver- 
gence of the views expressed on the subject, no further steps were 
now to be taken, an additional uncertainty would be caused; doubts 
would be excited as to the ultimate success of the gold-standard ; 
rumours would arise of a possible change of currency policy; the 
Government both in India and at home would be pressed for a 
final pronouncement, alike by the friends and by the foes of a gold 
■standard ; and meantime the material interests of India would 
suffer from the withdrawal of confidence in her monetary future. 

For these reasons we conclude that steps should be taken to 
avoid all possibility of doubt as to the determination not to revert 
to a silver standard, but to proceed with measures for the effective 
establishment of a gold standard. 
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IV. 

The Indian Government’ $ Proposals. 

42. Having thus expressed our agreement in the objects which, 
the Government of India have in view, we pass to the consideration 
ox the specific measures proposed by them with a view to making 
effective the monetary policy adopted by Her Majesty’s Govern-* 
ment in 1893 and initiated by the closing of the Indian Mints to 
the unrestricted coinage of silver. 

43. The proposals of the Indian Government were contained in 
their despatch of 3rd March 1898, and have been explained to 
us by official witnesses. They may be summarised as follows: — 

In order to keep the exchange value of the rupee at a steady 
level of 16<Z., it was deemed necessary to decrease the rupee cir- 
culation so as to remove the relative redundancy. The amount 
to be so withdrawn could not be foretold with exactness, but it 
was more than probable that it would fall short of Hx. 24,000,000. 
Within this outside limit it was proposed ** to melt down existing 
rupees, having first provided a reserve of gold, both for the practi- 
cal purpose of taking the place of the silver, and in order to 
establish confidence in the issue of our measures.” The first .step 
was to take powers to borrow sums not exceeding in the whole 
20,000,000z., and at once to remit 5,000,OOOZ. in sovereigns to 
India as a first instalment. If exchange remained at or above 1 Qd. 
there would be no further step [Q. 2653]. But if, and so long 
as, the exchange fell below 16cZ. [Q. 2657-8], the Government of 
India would take rupees from its balances, melt them down, 
sell the bullion for other rupees in India (at an assumed loss of 40 
per cent.), pay these other rupees into its balances, and finally 
make good thereto the 40 per cent, balance of loss with part of the 
borrowed gold. It was anticipated [Q. 2663] that one borrowing 
(5,000, OOOZ.) might he sufficient, that sum approximately covering 
the assumed loss to Government of Hx. 8,000,000 on melting down 
Hx. 20,000,000. As a result, it was anticipated that by the 
automatic operations of trade, gold would flow into the country 
and remain in the circulation. But until the exchange value of 
the rupee was established at 1 Qd., and sovereigns became, to some 
extent however small, a permanent part of the circulation, it was 
not the Government’s intention to part with any of the gold in 
their possession. Meantime, gold was not to be made a legal 
tender in India, though the Government looked forward to this 
as a future goal. 

44. The proposals of the Government of India were based on 
the belief that the rise in the value of the rupee, and in the 
exchange with London, subsequent to the year 1894-5, was due to 
a contraction of the Indian currency relative to the demands 
of trade, that this cause would continue to operate so long as 
the Indian Mints were closed to silver, and that, if only that stage 
of distrust could be passed, “ which appears the moment exchange 
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approximates to sixteen pence to bring into operation influences 
which, interfere with the actual realisation of that rate,” the 
exchange, under normal conditions of trade, mig ht be expected 
“ to attain the level at which gold would be tendered under the 
notification of 26th June 1893, and the introduction of the gold 
standard would become practicable.” 

They were anxious “ both in the interests of the State and of 
the mercantile community to terminate the period of transition 
without further delay,” — in the interests of the State, because it 
would be cheaper in the end to acquire a reserve of gold by 
borrowing, and thus keep the exchange value of the rupee at a 
steady level of sixteen pence than to bear for years the burden of 
expenditure entailed by the lower level of the rupee ; in the in- 
terests of the commercial community, because it was not desirable 
that their legitimate business should be hampered and embarrassed 
by the uncertainty of exchange, while the want of confidence in 
the stability of the rupee discouraged the- investment of capital 
in India, and available capital was remitted to England whenevei* 
the exchange value of the rupee rose to a high level. 

The proposals of the Government of India were made in March 
1898, and since that date there has been a marked improvement in 
the position. The exchange has been steady at or about Is. 4 d. 
the drawings of the Secretary of State have been unusually large, 
and a substantial sum of over 2,370, 000Z. in gold has been brought 
to the Indian Treasury ; in other words, what the Government 
of India described as the- “ stage of distrust,” which interfered 
with the actual realisation of a rate of sixteen pence, has been 
already passed. 

If the Government of India could have foreseen the course of 
events in the past year, it is possible that their recommendations 
might not have taken the precise- form in which they were put 
forward ; and we are informed that, even if their proposals had 
been sanctioned at once, they would not under the conditions that 
have since prevailed have given effect to that portion of their 
scheme which provided for the withdrawal of rupees from the 
Indian currency. However that may be, we think it desirable 
that the proposals of the Government of India should, even 
under the altered conditions of the present day, be carefully con- 
sidered by us. 

45. In the first place we desii'e to point out that it has not 
been proved that the rise in the value of the rupee since 1894-5- 
is due solely to relative contraction of the Indian currency ; and 
it may be that it is not due mainly to this cause. It is not certain 
that there has been any contraction of the Indian currency which 
has materially affected the exchange, though it may not unreason- 
ably be inferred that there must have been some contraction, 
and that such contraction has had some influence on the exchange 
value of the rupee. On the other hand, there are causes other 
than contraction of the currency which affect the value of the 
rupee and the exchange. with London. Large boiTowing in London 
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•on account of India, reduction of tlie draw in gs of the Secretary 
of State, an increase in the exports from India unaccompanied 
by an equivalent increase in imports, as well as a general rise 
in gold prices, would all affect the rate of exchange with India, 
though it is quite impossible to estimate the relative importance 
of these factors among themselves, or the amount of their influence 
on exchange as compared with the effect of a contraction of the 
currency, or to state the precise degree of influence which any, 
or all of them, have had on any particular alteration in the ex- 
change. Nor, on the other hand, is it certain that the unusually 
low rate of exchange that prevailed in 1894-5 was due solely to 
a relative redundancy of the Indian currency. The closing of 
the Indian Mints necessarily brought into play many disturbing 
influences which may have affected 1894-5. 

Since the mints were closed there has also been large borrow- 
ing on Indian account, and there have been, in some years, large 
reductions below the normal amount in the public remittances 
from India, while fluctuations have been experienced in the foreign 
trade of India, due to famine and plague as well as to other 
causes. All these causes must at different times have affected 
the exchange either favourably or unfavourably. 

Another influence which must have had a favourable effect 
on the Indian Exchange is the reduction in the imports of silver 
due to the closing of the mints. The average yearly net import 
in the three years preceding the closing of the mints was 43,133,678 
ozs., of the value of Ex. 12,020,296; and, for the three years 
ending 1898-9, the average net import was 31,126,376 ozs., of the 
value of Ex. 6,103,431. 

46. In face of the facts we have just stated, we are unable 
.to accept, without qualification, the opinion that the rise in the 
value of the rupee since 1894-5 has been due, wholly or mainly, 
to a relative contraction of the Indian currency. We are not 
prepared to say that the contraction of the Indian currency has 
not been an important factor in the rise in the Indian exchange; 
but, so long as the facts of the case are surrounded by so much 
obscurity, we consider that it would be unsafe to base action of so 
drastic a character on this assumption. 

If it be the case that the rise in the value of the rupee 
since 1894-5 is not due, wholly pr mainly, to the relative con- 
traction of the Indian currency, it follows that an additional con- 
traction of that currency, produced artificially by the withdrawal 
of rupees in the way proposed by the Government of India, might 
not have so much effect in strengthening exchange as the Govern- 
ment of India believed ; and, though we accept in. principle the 
proposition that a reduction in the number of rupees tends to 
increase the value of the rupee, we» are not prepared to admit that 
such effect must necessarily be direct and immediate; nor are we 
satisfied that such reduction carried out on a large scale and within 
a limited period, might not aggravate, if it did not produce, a 
period of stringency in the Indian money market. 
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47* So far as the proposals of the Governm ent of India were' 
intended to secure tlie confidence of the commercial community, 
they have failed in their effect; these proposals have not been, 
supported before us by the representatives <pf the commercial and. 
financial interests connected with India, nor, indeed, by any of 
the independent witnesses whom We have examined. The com- 
mercial classesr of India appear to have feared that the withdrawal 
of rupees from the currency would inevitably aggravate or pro- 
duce stringency in the Indian money market, and that the sale 
of silver by the Indian Government would lower the price of 
that metal, and disturb the exchanges with China and other coun- 
tries on a silver basis. 

The argument of the Government of India that the adoption 
of their pi’oposals would involve less loss to the Indian Exchequer 
than the maintenance of the status quo, does not appear to us to 
possess much force. If the principle on which they based their 
proposals was sound* namely, that the rise in exchange was due 
to the contraction of the Indian currency, and that the same cause 
would continue to act in the same direction so long as the Indian 
mints were closed to silver, there was no likelihood of any serious 
fall in exchange, and, consequently, no prospect of any consider- 
able increase of expenditure on this account. If, on the other 
hand, the basis of their proposals was unsound, it was not certain 
that they would have produced the desired effect, and, while a 
considerable expenditure would have been incurred in borrowing 
in gold and withdrawing rupees from the currency, the opera- 
tion might not have resulted in any material reduction in the 
charge for exchange. 

Although, we sympathise with the Government of India in then- 
desire to shorten the period of transition, to inspire confidence in 
the commercial community, and to remove an impediment to the 
flow of British capital to India, and recognise the force of the 
pressure upon them in the beginning of 1898 to take immediate 
steps in a direction which, it was hoped, would lead to the desired 
result, we can only say that,, for the reasons already stated, we 
do not approve of their proposals, and cannot recommend their 
adoption. 


V 

A Gold Currency. 

48. It is of greater practical importance at the present time to 
consider what steps the Government of India contemplated taking 
when, by their methods, that state of things had been established 
which is in actual operation to-day. They did not definitely 
propose to make gold coins a legal tender; but they did not hesitate 
to express the opinion that “ the only state of things which can 
be called a thoroughly satisfactory attainment of a gold standard 
is one in which the gold coins which represent our standard are 
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those also "which are good for payments in England.” As a matter 
■of principle, therefore, the Government of India favoured a gold 
.standard with a gold currency. 

49. This brings ns to. the consideration of schemes which have 
been proposed for establishing a gold standard without a gold 
currency. Great stress has been laid upon the hoarding habits 
of the natives of India ; and, in view of the direct encouragement 
which a gold currency might give to the hoarding of gold, it 
has been represented to us by Mr. Lesley Probyn that, “ if -gold 
coins were passed into the currency, it would be at first almost 
like pouring water into a sieve.” He accordingly proposed (i) to 
institute a separate issue of gold notes of the denomination of 
Us. 10,000; (ii) to issue such notes only in exchange for gold; 
(iii) to make them payable (at the option of the holder) either 
in rupees or in gold ; ( iv ) to make it optional to the Currency 
Department, when gold is demanded, to pay either in sovereigns 
or in gold bars of not less than 671Z. It was hoped that gold 
would be attracted to India, and that a gold reserve would be 
gradually accumulated which would be strong enough to allow the 
Government to undertake ultimately the universal convertibility 
into gold of all rupees and rupee-notes, when presented in parcels 
of not less than Its. 10,000. tinder this scheme the gold-standard 
would be left to automatic agencies to establish, and its establish- 
ment would coincide with an ultimate undertaking to exchange 
rupee currency for gold bars of high value. 

50. On this scheme we remark that, while bullion may be 
regarded as the international medium of exchange, there is no 
precedent for its permanent adoption for purposes of internal 
currency ; nor does it accord with either European or Indian usage 
that the standard metal should not pass from hand to hand 
in the convenient form of current coin. No real support for such 
a scheme is to be drawn from the purely temporary provisions 
■of “ Peel’s Act ” of 1S1&, whereby, for a limited period, the 
Bank of England, as a first step to the resumjption of cash pay- 
ments, was authorised to cash, in stamped gold bars, its notes, 
when presented in parcels of over 200Z. Little or no demand 
for gold bullion appear to have been made on the Bank under 
these temporary provisions, which were repealed at the instance 
of the Bank itself in 1821. 

As regards the hoarding difficulty in India, we are not satisfied 
-that the danger therefrom is so great as has been suggested- 
There is little or no likelihood, even according to the most sanguine 
view, that for long time to come gold coins, even if declared a 
legal tender forthwith, would find their way to any great extent 
into general circulation. Even under silver monometallism India 
imported and absorbed gold, as she is doing to-day, and as she 
may be expected to do in the future, no matter what her system 
of currency. In a strongly conservative country like India no 
sudden changes are to be expected in the habits and customs of 
the people, particularly in matters relating to currency and hoard- 
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ing; but, while we must look to the continuance of the habit 
of hoarding, we may also feel satisfied that, until gold has- 
penetrated into general circulation (so far as the relatively small- 
transactions of India permit), there will be no materially increased, 
temptation to the natives of India to hoard gold instead of silver.. 
Moreover, the introduction of a gold currency into India would, 
not be an untried experiment. As has been shown above, gold 
coins w T ere in common circulation in India generally within living 
memory, and were expressly stated in 1806 to form the principal 
currency and money of account of Madras. If hoarding did not 
render a gold circulation an impossibility in the past, we look for 
no such result in the future. 

51. Consequently, we are of opinion that the habit of hoarding 
does not present such practical difficulties as to justify a permanent 
refusal to allow India to possess the normal accompaniment of a* 
gold standard, namely, a gold currency. 

52. Another plan for establishing a gold standard in India 
without a gold currency, was submitted and explained with great 
ability by Mr. A. M. Lindsay. In order to fix the sterling ex- 
change, he proposed to make the rupee currency freely convertible 
in India at .a fix rate into drafts on a sterling fund located in 
London. At the same time rupee drafts were to be sold at a; 
fixed rate in London. Assuming a par of 16 d., sterling in 
London was to be convertible into rupees in India at 16-j ^d. t and 
rupees in India were to be convertible into sterling in London 
at 15fd. ; drafts were to be sold both in India and in London to- 
any extent; but the amount in each case was to be not less than 
Its. 15,000 and 1,000Z., respectively. In order to provide for 
meeting the sterling drafts, a loan not exceeding 10,000,000Z. was 
to be raised in London, while, so far as the available stock of 
rupees proved insufficient, silver would be purchased (also out 
of the loan) and sent to India to be there coined into rupees. If 
an excess of rupeeB accumulated as the result of selling sterling 
drafts, it might be necessary to sell the excess as bullion ana 
credit the proceeds to the sterling fund. TJnder the scheme, rupees 
would continue to form the circulating medium of India, gold 
not being admitted to legal tender. "While Mr. Lindsay held that 
such a system of currency would answer all purposes’ and be 
economical, and might, therefore, be permanently adopted, he- 
considered [Q. 4303-4] that his scheme would be the best means 
of leading up to a gold currency, if this were ultimately thought 
desirable. 

53. It is evident that the arguments -which tell against the 
permanent adoption of Mr. Probvn’s bullion scheme and in favour 
of a gold currency for India, tell more strongly against Mr. Lind- 
say’s ingenious scheme for what has been termed “ an exchange 
standard.” We have been impressed by the evidence of Lord 
Rothschild, Sir John Lubbock, Sir Samuel Montagu, and others, 
that any system without a visible gold currency would be looked 
upon with distrust. In face of this expression of opinion, it is- 
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■difficult to avoid tlie conclusion tliat the adoption of Mr. .Lindsay’s 
scheme would check that flow of capital to India upon which her 
•economic future so greatly depends. Moreover, if the system 
were to be permanent, it would base India’s gold standard for 
all time on a few millions of gold (or rather co mm and over gold) 
in London, with a liability to pay out gold in London, in exchange 
for rupees received in India, to an indefinite extent. This was the 
main reason with Weighed with th% Government of India in 
deciding not to adopt the scheme, and we think they were justified 
in their conclusion. • We are not prepared to recommend Mr. 
Lindsay’s scheme, or the analogous schemes proposed by the late 
Mr. Raphael and by Major Darwin, for adoption as a permanent 
arrangement ; and existing circumstances do not suggest the 
necessity for adopting any of these schemes as a provisional 
measure for fixing the sterling exchange. 

54. We are in favour of making the British sovereign a legal 
tender and a current coin in India. We also consider that, at 
fhe same time, the Indian Mints should be thrown open to the 
unrestricted coinage of gold on terms and conditions such as 
govern the three Australian Branches of the Royal Mint. The 
result would be that, under identical conditions, the sovereign 
would he coined and would circulate both at home and in India. 
Looking forward as we do to the effective establishment in India 
of a gold standard and currency based on the principles of thie 
free inflow and outflow of gold, we recommend these measures for 
.adoption. 


VL 

Convertibility . 

55. Under an effective gold standard rupees would be token 
coins, subsidiary to the sovereign. But existing conditions in 
India do not warrant the imposition of a limit on the amount 
for which they should constitute a legal tender ; indeed, for some 
dime to come, no such limitation can be contemplated. 

56. It is true that in the United Kingdom the silver currency 
has a fixed limit of 40s. beyond which it cannot be used to pay 
•a debt. But this has not always been the case. Prior to 1774 
the English Mint was open to silver, and silver coins were an 
unlimited tender. In 1774 the tender of silver by tale was 
restricted to 2 bl. in any one payment, although it was left an un- 
limited tender by weight. In 1798 the free coinage of silver was 
stopped altogether, the English Mint being thereby closed to 
silver. In 1816, when gold monometallism was formally estab- 
lished by law, silver coins were placed on a purely subsidiary 
footing, with a 40s. limit of tender. At the present time the right 
to coin silver is confined to the Government, who are responsible 
fox' seeing that there is no ovei’-issue; and in the exercise of that 
responsibility no additional silver is coined at the Royal Mint 



for the United Kingdom except in response to the automatic 
demands of trade, as testified by requisitions received through the* 
Banks of England, of Scotland, or of Ireland. Seeing that for 
every 20s. of additional silver coin requisitioned the Banks have 
to credit the Boyal Mint with a sovereign , tliere is certainly aa 
temptation to them to demand an over-issue, the immediate profit 
on which would go not to themselves but to Her Majesty’s Gov- 
ernment. While it cannot be denied that the 40s. limitation tends 
to emphasise and maintain the subsidiary character of our silver 
coinage, yet the essential factor in maintaining those tokens at 
their representative nominal value is not the statutory limit on. 
the amount for which they are a legal tender in any one pay- 
ment, but the limitation of their total issue. Provided the latter 
restriction is adequate, there is no essential reason why there 
need be any limit on the amount for which tokens are a tender 
by law. It is principally to restriction of the total issue of silver- 
coinage in the United Kingdom that we attribute the fact that 
20 silver shillings (intrinsically worth at present about 8s. 6<2.) 
pass current and are freely received, for all purposes of internal 
currency, indifferently with the sovereign which they purport to 
represent. By law there is no convertibility of our silver coins 
into gold. They possess an extra-legal convertibility evinced by 
their being generally and popularly exchangeable into gold, and 
this quality they owe essentially to the fact that they are not 
issued by the Government in excess of the volume required for 
the purpose which they discharge. 

57. Outside the United Kingdom there are two principal in- 
stances of countries with a gold standard and currency, which, 
admit silver coins to unlimited tender. These countries are France 
and the United States of America. In France the five-franc 
piece is an unlimited tender and for all internal purposes is equi- 
valent to gold. The same remark applies in the United States 
to the silver dollar. At the present time there is no addition to 
the coinage either of five-franc pieces or of United States silver 
dollars. In the case of the five-franc piece there was free coinage- 
up to 1874, in January 1874 the coinage was limited, and in 
November 1878 it was suspended altogether. With the repeal in 
1893 of the purchasing clauses of the Sherman Act, the same result- 
was reached with regard to the United States silver dollar. Both 
in France and in the United States the mints are now closed to 
the coinage of silver coins of unlimited tender. In neither country 
are such coins convertible by law into gold ; in both countries 
alike they are equivalent to gold for all internal purposes. For 
internal payments, so far as specie is concerned, France and 
the United States depend ultimately on the international medium 
of exchange, which is gold. In the last resort, it is their gold 
which, acting through the foreign exchanges, maintains the whole 
mass of their currency at its nominal value for internal purposes. 

58. We do not doubt that it is, in theory, possible to attain 
the same result in India as in France and the United States 
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of America by limitation of the quantity of tb© rupee currency - 
The special difficulty in tbe case of India is one of degree and, 
not of principle. We are unwilling to commit ourselves to tbe 
acceptance of tbe estimates wbieb have been made of tbe number 
of rupees actually circulating in India. There can be no doubt 
but that it is very large ; and there are also large quantities of 
rupees in existence which, though not actually circulating, might, 
under certain conditions, be brought into circulation. On this 
account, doubts have been entertained in the past whether the 
mere closing of the Indian mints to silver would, in practice, 
be attended with such a restriction of the rupee currency as would 
mate the rupee permanently exchangeable for gold at a fixed rate. 

The experience which has been gained since the closing of 
the Indian mints supports the belief that this result will be 
attained. From the nature of the case, the demand for rupee 
currency increases every year; there is no evidence that large- 
quantities of rupees that were formerly hoarded have been thrown 
into circulation since the mints were closed; the exchange has 
risen steadily since 1894-95, and the rupee is now actually ex- 
changeable for gold at the rate of Is. 4 d. ; while the demand, 
for additional currency has been so great that over 2,370,000Z. in 
gold has been paid to the Indian Treasury for the purchase of' 
silver rupees. 

The forces which affect the gold value of the rupee are com- 
plicated and obscure in their mode of operation, and we' are 
unable, therefore, to say positively that the mere closing of the 
mints to silver will, in practice, lead to such a limitation of the 
rupee currency, relatively to the demands for it, as will make 
the rupee permanently exchangeable for gold at a fixed rate ; but 
we have no hesitation in repeating the opinion that the experience 
of the last few years, so far as it goes, indicates that this result 
is attainable — if, indeed, it has not already Been attained. 

59. The position of the currency question in India being such 
as we have explained in the preceding paragraph, we do not 
consider it necessary to recommend a different policy in the case- 
of that country from that which is found sufficient in France an<f 
the United States, by imposing a legal obligation on the Govern- 
ment of India to give gold for rupees, dr, in other words, to sub- 
stitute the former for the latter on the demand of the holders. 
This obligation would impose on the Government of India a liability 
to find gold at a moment’s notice to an amount which cannot be 
defined beforehand, and the liability is one which, in our opinion, 
ought not to be accepted. 

Although the Government of India should not, in our opinion,, 
be bound by law to part with its gold in exchange for rupees, 
or for merely internal purposes, we regard it as the principal use 
of a gold reserve that it should be freely available for foreign 
remittances whenever the exchange falls below specie point; and' 
the Government of India should make its gold available for this 
purpose, when necessary, under such conditions as the circumstances 
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•of the time may render desirable. For example, the Government 
of India might, if the exchange showed a tendency to fall below 
specie point, remit to England a portion of the gold which it 
may hold, — a corresponding reduction being made in the drawings 
of the Secretary of State ; and, when it has accumulated a sufficient 
gold reserve, and so long as gold is available in its Treasuiy, it 
might discharge its obligations in India in gold, instead of in 
rupees. 

60. The exclusive right to coin fresh rupees must remain 
vested in the Government of India j. and, though the existing stock 
•of rupees may suffice for some time, regulations will ultimately 
be needed for providing such additions to the silver currency as 
may prove necessary. The Government should continue to give 
rupees for gold, but fresh rupees should not be coined until the 
proportion of gold in the currency is found to exceed the 
requirements of the public. We also recommend that any profit 
on the coinage of rupees should not be credited to the revenue 
or held as a portion of the ordinary balance of the Government 
of India, but should be kept in gold as a special reserve, entirely 
apart from the Paper Currency l'eserve and the ordinary Treasury 
balances. 


VII. 


The Sterling Rate for the Rugee. 

61. We have now to consider the fixed relation which, under 
a gold standard for India, the rupee should bear to the sovereign. 
Hitherto we have dealt in general terms with the question of a gold 
•standard, and our recommendations have pre-supposed a fixed 
relation, but have not specified the actual rate which should be 
adopted. We have now to state to your Lordship the conclusions 
we have reached on this matter. 

62. The Government of India proposed in 1892 to close the 
Indian mints to silver and to pass an Act authorising them to 
declare gold a legal tender at a rate not exceeding 18d. for the 
rupee. They would not have exercised this power at once, and 
they would have been guided by circumstances and the experience 
gained by the closing of the mints in determining what should be 
the fixed, permanent, legal ratio between the rupee and the sover- 
eign. The rate could not, however, under the law proposed by the 
Government of India, have exceeded 1 8d. for the rupee, though 
it might have been lower. 

The proposals of the Government of India were generally 
approved by Lord Herschell’s Committee, but the Committee re- 
commended" a provisional limit which would prevent the exchange 
with India from rising materially above Is. 4d. for the rupee-. The 
■Committee did not recommend that the limit of Is. 4 d. for the 
jrupee should be the permanent legal ratio between the rupee 
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and the sovereign. It left the question of the permanent legal 
ratio between the two coins to be decided in the light of subsequent 
experience. In paragraph 151 of the Committee’s Report the- 
following language is used: — “ It would not, of course, be essen- 
tial to the plan that the ratio .should never be fixed above Is. 4<Z. 
circumstances might arise, rendering it proper, and even necessary, 
to raise the ratio ; and the Indian Government might be empowered 
to alter it with the sanction of the Secretary of State. Such 
a scheme would, indeed, in the first instance, be tentative, and 
would not impede further action if circumstances should render 
it desirable.” 

The modifications of the proposals of the Government of Indian 
recommended by Lord Herscheil’s Committee were accepted, the- 
Indian mints were closed to silver, and a provisional arrangement 
was made for giving rupees in exchange for gold at the rate of 16 d. 
for the rupee. 

The maximum limit of 18d. for the rupee, originally suggested 
by the Government of India, was not imposed, and the question 
of the permanent legal ratio can now be considered in the light of 
what is expedient in the present day, and unfettered by any pro- 
mises made, or conditions imposed, in the past. 

63. In dealing with this question at the present day, it is de- 
sirable to have in view an outline of the whole series of facts of 
exchange, both before and after the closing of the Indian Mints 
to silver on 26th June 1893. Starting from the year in which 
Germany demonetised silver, the following table shows the average- 
rate per rupee at which Council Bills and Telegraphic Transfers om 
India were sold in London : — 


1872-73 


ft 

• 

d . 

22-754 

1885-86 



d. 

. 18-254 

1873-74 


ft 

• 

22-351 

1886-87 



. 17-441 

1874-75 


* 

• 

22-156 

1887-88 



. 16-898 

1875-76 




21626 

1888-89 



. 16*379 

1876-77 



• 

20-508 

1889-90 



. 16-566 

1877-78 



• 

20-791 

1890-91 



. 18-089' 

1878-79 



ft 

19-794 

1891-92 



. 16-733; 

1879-80 




19-961 

1892-93 



. 14-985 

1880-81 




19-956 

1893-94 



. 14-547 

1881-82 




19-895 

1894-95 



. 13-101 

1882-83 


» 


19-525 

1895-96 



. 13-638 

1883-84 


• 


19-536 

1896-97 



. 14-451 

1884-85 


* 


19-308 

1897-98 



. 15-354 






1898-99 



. 15-978 


Thom these figures it will be observed that, after a fall of about 
3 d. in the first six years, there was comparative stability above 
19 d. for the seven years from 1878-79 to 1884-85 ; that, apart from 
the temporary effects of the passing of the Sherman Act in 1890’ 
and the speculation connected therewith, the average rate ranged 
round 1 Q\d. in 1887-88, 1888-89, 1889-90, and again in 1891-92;: 
and that, in 1892-93, the average rate had fallen to under 15 d. 
It was under these circumstances that, on 31st May 1893, the- 
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ELerschell Committee, in recommending tlie closing of the Indian 
Mints to the public, further recommended that rupees should be 
coined on tender of gold at the Mints “ at a ratio to be "fixed in 
the first instance not much above that now prevailing, say Is. 4d. 
the rupee. 5 ’ They did not propose to go back to the so-called par 
of 2s. ; they fixed, provisionally, a maximum limit which was 
Lower by 2d, than the limit of Is. 6 d. proposed by the Government 
of India. Apart from a momentary rise to Is. 4:^2 d. for Telegraphic 
Transfers on 27th June, the Indian Exchange fell steadily away 
through the second half of 1893 and through the whole of 1894 , 
until on 23rd January 1895 Council Bills were sold at Is. 0£f^. 
From that date onwards there was, on the whole, a steady and a 
continuous rise of the exchange, and 16<2. was regained (after an 
interval of six years) in the early days of January, 1898. From the 
beginning of 1898 up to the present time, a rate of IQd. has practi- 
cally been maintained without a break, the extreme limits of 
oscillation for Bills being 15f£d. and 16-|-iZ. 

64. In the year 1898-99 the total volume of the export trade 
exceeded that of all past years, amounting to over Rs. 120,000,000 
and showed a net surplus over total imports of np less than 
Bx. 30,000,000. As- we have pointed out, this result was achieved 
with a 1 6d. rate of exchange, and without monetary stringency. 
We have further pointed out that in the year 1898-99 the Govern- 
ment of India has been able to accumulate a gold reserve of 
2,378,609Z., which will contribute towards the maintenance of ex- 
change. Moreover, the continuance of existing arrangements, 
under which no fresh rupees are coined except in exchange for 
gold at a fixed rate, must tend more and more to establish the 
exchange at such rate and to ensure the gradual and automatic 
introduction of a gold currency to supplement, in response to the 
growing demands of trade, the relatively shrinking stock of rupees. 

65. Although the limit of Is. 4 d. for the rupee was declared 
to be merely provisional, it has been regarded generally as the 
permanent rate at which the Indian monetary standard was to be 
transferred from a silver to a gold basis. There are some who 
would prefer a lower rate, and there are others who are prepared 
to accept a higher rate; but it is not desirable, in the absence 
of any strong reason, to adopt a rate different from that on which 
calculations have been based, and which has formed the ground 
of practical action. 

We also desire to point out that the rate of Is. 4 d. is that of 
the present day ; prices in India may be assumed to have adjusted 
themselves to it, and the adoption of a materially lower rate at 
the present time would cause a distinct and, in our opinion, a 
mischievous disturbance of trade and business. The onus probandi 
rests on those who would now propose a different rate. Between 
the rate of Is. 4 d. and the rate determined by the bullion value of 
the rupee, there is no one rate which can be described as natural 
or normal, rather than anv other rate. 
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66. Various proposals have been made for disturbing the exis t- 
ang rate by tke substitution of another rate. It kas been proposed 
to fix tke rate at Is. 1 \d., Is. 2d., Is. 2\d., Is. 3c?., and Is. 6d. 
All these proposals are arbitrary, and involve a dislocation of tke 
existing ratio between rupee prices and sterling prices. For 'suck 
disturbance no adequate reasons, in our opinion, kave been 
adduced. In great part these proposals (other than that of Is. 6 d.) 
are based on tke belief that a lower sterling value of tke rupee 
would cause a rise in rupee prices, benefit tke Indian producer, 
check consumption of foreign goods, and so affect tke balance of 
trade as to promote the importation of gold needed for expanding 
the volume of currency to an extent commensurate with tke rise 
in tke scale of prices. 

In our opinion a rise in prices which expresses only the depre- 
ciation of the currency is no gain to the co mm unity as a whole, 
.and, although the fixing of a lower denomination in sterling for 
the rupee might for a time give some advantage to producers and 
induce for a limited period a larger importation of gold than 
would otherwise take place, this would be at the expense of every 
holder of a rupee, or debt or security for a fixed amount of rupees ; 
;and the taxpayer would again be compelled to provide a larger 
.amount of currency to meet the sterling requirements of the State. 
.It is not by such an expedient as the writing-down of the rupee 
in sterling that a permanent stimulus can be given to production 
or to the importation of the standard metal. we see no sufficient 
reason for altering the existing relations of prices and the essential 
conditions of contracts expressed in Indian currency, or for reversing 
tke course of exchange and returning to some basis of value which 
may have prevailed during the interval between the fall 
and partial recovery in the sterling value of the rupee, and 
which does not possess elements of permanent stability in a 
higher degree than the present rate. We are, therefore, of opinion 
that the permanent rate should be. that which has been adopted 
as the provisional rate in the past, and which is also the market 
rate of to-day, viz.. Is. 4c?. for the rupee. 

67. In recommending a fixed legal rate of Is. 4c?., we are 
not unanimous, though the majority hold the views we have just 
expressed. 

One of our number would not fix the permanent rate at once, 
but would leave that question to be decided in the light of further 
experience, — the final rate being fixed either below or above 16c?., 
•as further experience might show to be expedient. We are of 
opinion that any advantage which might arise from this course is 
more than counterbalanced by the importance of removing doubts 
as to the future policy of the Government of India, and giving 
increased confidence to those who are engaged in commercial ana 
.financial business in connection with the Indian Empire. 

68. Two other Members of the Committee are not prepared to 
accept the rate of Is. 4c?., and recommend that it should be fixed 
at Is. 3c?. 

is 
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It is argued that the rate of Is. 3d. will be mere favourable- 
to the Indian export trade than Is. 4 d. ; but. we have already 
expressed the opinion that any advantage to the export trade that 
is gained in this way, is gained at the expense of other members 
of the community, and is only temporary. If the rate is to be 
fixed at 1$. 3d. in order to benefit the Indian exporters- 

and the Indian producer of articles of export, the same 
argument would justify a further reduction to Is. %d. t and 
so on, without any limit which we have been able to discover. 
Nor do we think there are any good grounds for holding that the ■ 
gold standard cannot be established in India at Is. Ad., while- 
it can be established at Is. 3d. 

If it is impossible at Is. 4 d., it will be impossible at Is. 3d . ;; 
and we have already dealt in paragraph 66 with the question 
of the temporary loss and gain to individuals and classes of the 
community caused by a lowering of the existing rate of exchange. 
"W e would add that, if the exchange were now lowered from Is- 4 d. 
to Is. 3d., the classes of the community who would gain are those 1 : 
who have already gained through the fall from 2s. to Is. Ad.,. 
and the classes who would lose are those who have already lost 
through that fall. Stronger reasons than appear to us to exist 
would; be needed to justify a measure which would have the effect 
of adding to the gains of the formes? classes and intensifying 
the losses of the latter. 

It is said that the conditions prevailing in 1898 show that. 
is. 3d. is the rate that should have been adopted at that time.. 
We do not accept this argument, and the conditions have changed 
since 1S93. The rate of Is. 3d, may have prevailed shortly before? 
the mints were closed, but the rate of that time was a fluctuating 
rate. If the mints had been elosed some years earlier, and the 
market rate had been adopted, the permanent rate would have 
been considerably higher than Is. 4 d. ; if they had been closed 
sfeane years later and the same principle had been followed, the- 
permanent rate would have been lower than Is. 3d. As we have- 
already said, between the rate of to-day and that determined' 
by the bullion value of the rupee, there is none which can be* 
described as natural or normal; and we can find no good reason 
for making the permanent rate depend upon the accident of the- 
date on which the Indian mints were closed to silver. 

It is true that Lord lECersch ell’s Committee remarked that ** to* 
close the mints for the purpose of raising the value of the rupee 
is open to much more serious objection than to do so for the 
purpose of preventing a further fall;” but an undue stress is 
laid on these words when they are used as an argument against 
permanently adopting a rate of Is. Ad. , since that Committee 
actually adopted a provisional rate of Is. Ad. and expressly said 
that circumstances might arise rendering it proper, and * even 
necessary, to raise the rate- 

69. We recommend that there should be no change in the* 
existing relation of the rupee to the sovereign. The experience 
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gained since the mints were closed in U893, and particularly that 
the last eighteen -months, appears to ns to tjiustify the anticipa- 
tion. tliat the existing rate of Is. 4td. twill, with possible tem- 
porary fluctuations, due to the course of trade, be main t aine d in 
■the future. 


till. 


TOU In conclusion, we desire to record our opinion, tit at the 
effective establishment of a gold standard -is of paramount import- 
ance to the material interests of India. EFot only will stability 
of exchange with the .great commercial countries of the world tend 
to promote her existing trade, hut also there is every reason to 
anticipate that, with the growth of confidence in a stable exchange, 
capital will be encouraged to flow freely into India for the further 
development of her great natural resources. For the speedy attain- 
ment of this, object, it is eminently desirable that the Government 
of India, with, whom it will rest to decide when successive stems 
should he taken, should husband the resources at their command, 
exercise a resolute economy, and restrict the growth of their gold 
obligations^ 

71. We desire to express our high appreciation of the assist- 
ance which Mr. Chalmers has rendered to us throughout the whole 
course of this inquiry. We feel it to be our duty to recognise in 
the strongest terms the knowledge, ability, courtesy, and industry 
which he has displayed and which have greatly facilitated our 
labours. 
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Although. I am aware that the question of the banking facilities- 
of India was not referred to the Committee, I venture to call special, 
attention to the first part of paragraph 22 where it is pointed 
out that they have not of late years kept pace with the increasing, 
trade, and further, to draw attention to the fact that it has been 
considered wise in Europe to entrust the carrying out of currency 
laws to banks established or strengthened for that purpose. In my 
opinion, a strong bank, properly constituted, would be a powerful 
assistant in giving effect to any regulation having the convertibility 
of the rupee in view, and that, working under proper currency 
regulations, such a bank would be likely to carry them out in a 
more effective way, and in a manner more in harmony with the- 
trade wants of the country, than any Government Department, 
however well administered, could possibly do. 

I venture to call attention to this point because I believe that 
the success of the recommendations of the Committee, if adopted,, 
will very much depend on the banking wants of the country being 
assisted in times of pressure, and curtailed in times of slackness; 
and this, in my opinion, could only be done by the establishment 
of some institution having ample facilities at its disposal, and. 
framed on somewhat similar lines to those of either the Bank of 
England or the Bank of France. 

E. A. HAMBRO. 


Since the Committee was appointed, the condition of the money 
market in India has so greatly improved that the immediate set- 
tlement of the currency question has, in my opinion, become less- 
urgent than it was in the spring of 1898. 

Under existing conditions, gold is not — in form — a legal tender 
in India; yet, for all practical purposes, the sovereign is now a 
legal tender for 15 rupees, because the holder of a sovereign can. 
obtain for it 15 rupees at the Government Treasury, ana these- 
15 rupees constitute a legal tender. To make the sovereign a legal 
tender at the rate of 15 rupees, is therefore only a change in form 
and not in substance, and will neither strengthen exchange, nor 
be likely to lead to a greater import of gold into India. 

It may be that further experience will show the balance of 
advantage to lie with a lower exchange than Is. 4d. ; or, on the 
contrary, circumstances might conceivably arise ( e.g ., silver legis- 
lation in the United States) which would necessitate a higher rate. 
In view of these possibilities, and of the fact that the existing 
monetary conditions of India are not, in my judgment, producing 
any serious evils, I am of opinion that no action should be taken 
at the present time, in the direction of finally settling the rate- 
between the sovereign and the rupee ; but that the question should 
be left to be decided in the fuller light which would be afforded 
by further experience. 

Subject to these remarks, I am in general accord with the- 
principles of the Report. 


W. H. HOLLAND.. 
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b do not admit that the experience of the last six years 
j nBtifi.es the ado^ptiDn of a Is. 4 d. ratio. Eor five years after* the 
closing of the min ts exchange never effectively reached that level 
in the sense of bringing gold to the currency; and, while giving 
due weight to the fact that during the last six months the Cur- 
rency Department has received a considerable amount of gold, 

cannot agree that a single year of unprecedentedly large exports, 
arising from exceptional causes, is a sufficient basis for ass uming 
that this will continue to the extent necessary for Indians currency 
requirements. The great rise in the price of wheat in April /June 
of last year increased the Indian exports of that article to 
Ex. 9,720,333, as compared with Ex. 1,341,151 in 1897-98 and 
an average of Ex. 2,750,137 in the five years 1893-94 to 1897-98 
inclusive. The exports of rice were also Ex. 3,500,000 above the 
average of the previous five years. But for these exceptional 
causeB, last year’s total exports would not have been unusually 
large, and it may be questioned whether gold would have found its 
way to India as currency in any quantity. 

A review of the circumstances which accompanied the closing 
of the mint s, is sufficient tD show that the violent disturbances 
which unsettled exchange for several years, were mainly due to 
the arbitrary enhancement of the rupee to Is. 4d. On 31st May 
1893, the date of the Herschell Committee’s Eeport, exchange 
stood at Is. 2 §jcL It will he remembered that although the Eeport 
was not madB public till the 26th June, the day the mints were 
closed, its purport became known to a gronp of speculators almost 
as soon as it was signed (a correct, summary was published in a 
continental newspaper on the 7th June). This led to immense 
speculation in exchange and rupee paper, in connection with which 
unusually large remittances were made to India. Between the 
31st May and the 6th June no less than Ex. 3,780,000 Council 
bills were taken, and in addition 1,180,000Z. of bar silver was 
shipped. It was then believed that the closing of the mints would 
establish, a Is. 4 <eZ. rate, and consequently there was a strong 
movement to remit money Dut at anything under it. Exchange 
touched Is. 4 d. for a day on the 27th June, hut it soon became 
apparent that the rise had been overdone, and the downward move- 
ment which followed, assisted by the plethora of money arising 
from the above operations, carried exchange as mucb below its 
level aB it had previously been forced above it. Had a Is, 3d. 
rate been adopted, these wide fluctuations would not have taken 
place; and we believe the market would have settled down to 
it without much difficulty, that gold would have gone to India 
as currency to a fair extent in 1896-97 if not earlier, and to a larger 
extent in 1897-98, and that the intense monetary stringency of these 
two seasons would have been avoided. 

MThen exchange began to advance after touching its lowest 
point on tbe 23rd January 1895, it gradually recovered without 
any pressure on the money market till Is. 3d. was reached in 
November 1896. The Presidency Banks’ rates were then 6 to 



>8 per cent., .the latter being 1 the highest rate touched daring the 
period in question. It was only when exchange began to rise 
above Xs. 3d. that stringency was experienced; and that the 
raising of the rate by the additional penny required to bring 
relief in the shape of gold, became a difficult process accompanied 
by extreme monetary pressure. 

These considerations appear to us to point to Is. 3d. as the 
ratio which should be adopted rather than a forced ratio of 
Is. 4 d. 

The advocates of a Is. 4d. ratio ‘ point to the fact that this 
rate has now been, more or less, effective for the last 18 months, 
thereby establishing a status quo which it would be unwise to 
disturb. This argument would have greater weight if the status 
quo had been arrived at in a natural way ; but the circumstances 
under which it was reached have only to be considered t® deprive 
it of any value. With no fresh currency otherwise obtainable, 
the monopoly rupee was bound in time to rise to whatever gold 
point the Indian Government chose to fix, and the fact of its 
having risen in five years to Is. 4zd. is of itself no more a proof 
that Is. 4 d. is an equitable ratio than it would be in regard to 
JLs. Qd. or Is. Sd., which could equally be reached in course of 
ti me. To arrive at a rate in this manner and then point to the 
accomplished fact as disposing of any question of its propriety 
4s not convincing, especially if there is reason to believe that a 
rupee so greatly enhanced is calculated to have an injurious effect 
on the country’s interests and to retard or even jeopardise the 
success of the gold standard. 

We approve of the principle that India should be allowed to 
acquire the necessary gold by means of the trade balance in her 
favour. But to enable her to do so, anything calculated to injure 
that balance should be avoided. This is equally imperative on 
the ground that it is on the trade balance tbat India also depends 
for the power to meet her foreign obligations; and the rate of 
exchange, or the ratio fixed between gold and the rupee, is of 
the greatest importance in its bearing on her ability to maintain 
a balance of exports over imports, sufficient to meet both these 
requirements. 

The Committee have obtained a great deal of evidence as to 
the effect of exchange on trade, and, although opinions differ, 
this at least is undoubted, that the rate of exchange has a direct 
influence on the rupee prices of articles of export and import. 
A lower exchange gives the Indian exporter a higher rupee price 
for his produce, without raising the gold price to the foreign 
buyer, while compelling an importer of foreign goods to exact 
a higher rupee price to cover his gold outlay. A higher exchange 
on the other hand lowers the rupee price of native produce, while 
enabling the foreign importer to sell his goods cheaper. An 
appreciated exchange through its action on prices has thus a 
double effect on the trade balance, by checking exports and stimu- 
lating imports. And that this is not of the temporary character 
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which some maintain is shown in India’s opium trade with 
China- 

Owing to the closing o f the mints, China exchange on India 
has fallen from, ahont 306 rupees per 100 taels in 1392-3 to the 
present level of about 204 rupees, it has been even lower; thus 
necessitating a higher price for opium in China to give the 
Indian exporter the same rupee return. Viewed- in this light, 
the course of the trade is instructive. 

There has been an advance in the tael price in Shanghai from 
an average (Patna, Benares, and Malwa together) of about 397 
taels per picul in 1892 to 556 taels in 1897, notwithstanding which 
the price in India has fallen from an average of about Us. 1,202 
per chest in the former year to about Bs. 1,114 in the latter, while 
Indian exports have diminished from 75,384 chests in 1892-3 to 
56,069 chests in 1897-98.* We thus see the effect of the enhanced 
rupee in a falling off in the Indian exports and a lower rupee 
price, — the rise in the tael price, large as it is, not having gone 
far enough (being checked by tbe stimulus given to Chinese native 
competition) to enable India to export to the same advantage in 
face of the adverse exchange. Looked at from China’s point of 
view, the effect of the fall in the tael exchange in checking 
imports into China is equally apparent, and the truth of the 
principle that a rise in exchange checks exports and stimulates 
imports, while a fall lias the contrary effect, is thus shown in the 
trade of both countries. In the Budget Statement of March 1899, 
paragraph 166, the Finance Minister makes the following comment 
in his remarks on opium : — “ The growing competition of the 
China drug has prevented the price in China from rising in pro- 
portion to the increased value of the rupee due to the currency 
legislation of 1898.” For “ increased value of tbe rupee ” 
read"** fa-14 in the China exchange on India,” and there; could not 
he a clearer confirmation of the effect of the enhancement of the 
rupee on India’s opium trade. It must be added that the export 
of opium to China increased last year to 67,128 cheBts, which is 
explained in the same paragraph to he “ largely due to a scanty 
crop in China.” 

The opium trade has been described as a dwindling trade at the 
best, hut it is impossible to doubt that the falling off in the last 
six years is largely due to the enhanced rupee. 

Another branch of India’s trade with the Far East— her exports 
of cotton, cotton, yarn, and goods— is also exposed to a danger 
which it would be unwise to aggravate by pushing the enhance- 
ment of the rupee too far. Within the last few years an important 
cotton mill industry has sprung up in China and Japan for the 
supply of their home markets, although the effect on India has 
scarcely yet had time to manifest itself for two reasons,— first, 
that Japan uses Indian cotton largely in her mills, which, so far, 

* These figures are taken from the “ Financial and Commercial 
Statistics,” up to the end of 1897, published by the Government of India. 

The volume embracing 1898 is hot yet issued. 
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places her products on a level with those of India,*’ stud, secondly, 
because the China mills only came into operation in the end of 
1896 (Q. 12,493), so that the industry is still in its infancy'. The 
conditions, howtever, which have assisted the competition pf 
China-grown against Indian opium may in time he equally effect- 
ive in regard to cotton. There are indications that the cultivation 
of cotton is extending (Consular Report, p. 57, "Vol. II), and, if 
Japan should find it more advantageous to buy her cotton in 
China, a serious blow may in time he dealt to another branch of 
India’s export trade. 

We do not ignore the evidence as to the appreciation of copper 
cash, which as the usual wage-paying medium in China must 
largely govern the cost* of production. We are told (Q. 8,250-2) 
that it has appreciated in relation to silver about 15 per cent, in 
the last five or six years. This represents less than half the fall 
in the China exchange, so that a modification of the present en- 
hancement of the rupee is still necessary to put India on fair 
terms of competition with China. 

India’s disadvantage is not less ieal in her competition with 
silver standard countries for the export trade to neutral markets. 
As regards tea, China with her dollar at its bullion value will be 
greatly assisted by an enhanced rupee in her endeavours to recover 
her former predominant position. Although her exports of tea 
to the United 'Kingdom are now comparatively small, her total 
exports amounted to 205,000,000 lbs, last year. Her productive 
power is, therefore, by no means crippled, and it would be a 
mistake to tbink that India can afford to disregard her competition. 

In principle, the effect of an enhanced rupee equally applies 
to India’s trade with gold standard countries, although as sterling 
exchange has never fallen to the silver bullion point it. may be 
less marked. 

Without going so low as that point or even the lowest rate 
touched since 1893, the arbitrary enhancement of the rupee has 
been considerable, and the step taken that year went a good deal 
beyond merely checking a further fall. Referring to the Report 
of the HerschelL Committee, we find that, after discussing at some 
length the probable effect on Indian trade of a rupee divorced 
from its bullion value, they made the following important state- 
ment in paragraph 135 : — “ It is impossible, in view of these 
considerations, not to come to the conclusion that to close the 
mints for the purpose of raising the value of the rupee is open 
to much more serious objections tban to da sa for the purpose 
of preventing a further fall.” The value of the rupee on the 
31st May 1893, the date of the Committee’s Report, was Is-. 2§dL, 
and it is difficult to reconcile the above declaration with their 
conclusion recommending a ratio of 1-?. or mare than 9 per 

cent, higher. Even applying the expression Cf preventing a further 

* Although J apan is on a gold basis, it is at a- ratict equivalent to 
11 per rupee as compared with India’s Is. 4 d. 
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fall ” to the date of their appointment, the 21st October 1892, 
the rate of exchange then was Is. 3‘06<2., on which Is. 4 d. represents 
an enhancement of 6 per cent. 

As to the compensating adjustments which are said to make up 
to the producer for the smaller rupee price he has to accept for 
his produce in consequence of a higher exchange, we are unable 
to see where they are to come from — they have not yet been arrived 
at in the case of opium. The evidence shows (Q. 9612-6) thai 
wages in India, that is cost of production, have not fallen since 
the rupee was at 12 \d. four-and-a-half years ago, nor does it 
appear that any fall is likely, even if such a thing were desirable, 
so that there is no compensation to be looked for in that direction, 
nor do we think it^ can be expected from a rise in the sterling 
prices of those articles in which India competes with other 
countries. Indian wheat, for instance, has to compete in the 
European markets with the wheat of Europe, the United States, 
Canada, Argentina, etc., and forming but a small, proportion of 
the total supply can have an equally small influence in deter- 
mining movements in the price. If a rise in the sterling exchange 
renders it necessary that India should get a higher price for 
wheat in England to give her the same rupee return, is it likely 
that the holding back for a higher price of a few thousand tons 
of Indian wheat will have any appreciable effect in that direction 
while the home supplies and the imports from these other countries 
are pouring in as usual? Any attempt to establish a rise for 
India’s benefit would at once be swamped by increased supplier 
from other quarters. The market will not concern itself witn 
the larger or smaller rupee outturn realised by the Indian grower, 
who will either have to take the current price or do without ; 
and the lower rupee price caused by the higher exchange must 
therefore represent a loss to the producer. 

It is on this aspect of the question that we base our strongest 
objection to the Is. 4<f. ratio, — its effect as an unfair tax on- native 
production while conferring a bounty on imported goods. It is 
not a .sufficient reply to this to say that, as imports are paid for 
by exports, the gain and loss to the community are equal. This 
is evident when we consider that the native producer is the class 
which loses while the class which gains is the consumer of imported 
goods. It can never be sound policy to handicap native industry 
while giving a bounty to foreign imports, and in the case of 
India with large foreign obligations, which can only be met by 
surplus exports of produce, it would be a fatal course to pursue. 
But beyond the effect on exports' and imports so far as they 
balance each other, it still remains that with a Is. 4<Z. exchange 
the cost of providing at Rs. 15 each the 17 million sovereigns 
annually required for the home charges is a tax which falls 
entirely on the producer. The more the rupee is enhanced — the 
lower the sovereign is valued in rupees — the more cheaply can 
the Government make its annual remittances. But this advantage 
is not obtained without being paid for, and the question wbo> 



pays is not difficult to answer;- — it is the producer, wko lias to 
accept so many fewer rupees for the produce he has to sell. If 
witk a Is. 4<2. exchange the holder of a sovereign can only get 
Us. 15 for it, he cannot afford ±0 pay so many rupees for a ton 
of Indian produce as if with exchange at Is. 3d. he could convert 
his sovereign into Us. 16. To deny that arbitrary enhancement 
of the currency is a . tax, and to argue that the producer is no 
worse o£E in the long run, that wages and other charges must in 
time adjust themselves to its altered value, is to maintain the 
dangerous principle that the Government may lighten its liabilities 
without injury to anybody by a step of this kind. Such a step 
is undoubtedly a’ tax on production, and if the Government plead 
that in the absence of any other available source of revenue trade 
must bear it, it is unwise to throw the whole of it on one side 
of trade, the side which it is least expedient to tax, and to 
penalise production while giving a bounty to foreign imports. The 
present duty on imports does not counterbalance the bounty con- 
ferred by a Is. 4d. exchange, and the burden would be more 
equitably adjusted by reducing the ratio to Is. 3d. In addition 
to its beneficial effect on trade this would relieve production by 
about 6 Jr per cent., while depriving foreign competition of a cor- 
responding bounty, and last year’s favourable Budget gives ground 
for the hope that the additional cost to the Government would be 
made good out of existing sources of revenue. 

The ratio is still an open question. In his speech introducing 
the Act of 1898, Sir David Barbour stated that it was left opeu 
to be decided by the light of future experience. The Government, 
therefore, are not committed to Is. 4 d., they are perfectly free 
to alter the ratio now without exposing themselves to any charge 
of weakness or breach of faith. The desirabilitv of adhering to 
•existing conditions should not be allowed to weigh at the present 
stage. Whatever objections there may be to altering tbe ratio 
now, they are trifling in comparison with what will be experienced 
later, should -the present ratio not be found practicable. To 
ame^ad the ratio now would only be to act on the reservation 
made in 1898, to do so later, after having formally adopted Is. 4 d. 
would be a much more serious matter. 

The test of a proper ratio is not merely that it should enable 
the Council Bills to be absorbed, or even its power to attract 
gold in an exceptionally prosperous year. It should be such as 
to do so in normal times sufficiently to provide for any drain 
occasioned by an exceptional adverse season, and to allow gold 
to gradually accumulate and supplement silver in the currency. 
To aim at a ratio which would fail to accomplish this for the 
sake of getting a high ^ price for the Council Bills, would be to 
starve the currency, injure trade, and invite an ultimate break- 
down. As India is debarred from obtaining any fresh silver 
currency, no difficulty should be placed in the way of her require- 
ments being satisfied by gold. The ratio adopted should, there- 
fore. be one which will encourage the free inflow of gold rather 
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unusually large exports* would fail to d}©- so in ordinary times. 
In the one ease Indian trade would have the advantage- of a fall 
supply of currency and easy rates of interest ; in the other it 
would he continually harassed hy monetary stringency and by a 
lame and inefSseient currency system which would, sooner or later, 
prove a failure. 

The success or otherwise of the gold standard . will largely 
depend on the rupee value put upon the sovereign. The higher 
the rupee is raised above its bullion value, the mere* difficult will 
the establishment of the- goH standard become. On the value 
put upon the sovereign will depend not only the extent to. which 
gold is brought into the currency, but also how far it will be 
allowed to remain in circulation, or will disappear, driven out 
by the over-valued rupee. It is significant that, of the: immense 
amount of gold held in India, practically none has been tendered 
to the Currency Department, even during periods of extreme 
monetary pressure. What has been acquired has, with a trifling 
exception, been imported gold.* This is not reassuring as to 
the result when gold is made legal tender and a sovereign, and 
Rs. 15 are supposed to be mutually interchangeable-. India is a 
large consumer of gold, and to undervalue it in relation to the 
rupee will have the effect, not only of discouraging its tender to 
the, Mint, but of encouraging the market to supply _ itself by 
withdrawals from the currency. The successful establishment of 
a gold standard will not be promoted by insisting on getting gold 
too eheap. 

Going back to 1893, the conditions then prevailing clearly 
pointed to Is. 3 d. as the ratio which should have been adopted 
then; and we can see nothing in subsequent experience t© justify 
the belief that Is. 4 d. is the more suitable ratio now. On the 
contrary, we consider Is. 4<f. an extreme ratio, which imposes too 
severe a tax on production, and is calculated to injure the trade 
balance necessary for India’s solvency, and that the corresponding 
ratio, of Rs. 15 per sovereign, by putting too low a value on 
gold, will tend to prevent its going into or remaining in cir- 
culation, and thereby endanger the success of the gold standard. 

We believe Is. 3d., or Rs. 16 per sovereign, to be a ratio 
which would not be injurious to India’s interests, and under which 
she would be able to acquire by trade influences the gold necessary 
to make the gold standard elective. We therefore recommend 
that the ratio should be altered from Is. 4<£. to Is. 3d., or to 
Rs. 16 per sovereign, instead of Rs. 15 . 

In making this recommendation, we cannot be regarded as 
advocating a depreciated currency, in the true sense of the phrase. 
We are a long way from the point at which the term depre- 
ciation would be appropriate ; — the rupee at Is. 4d. is, on the oon- 

* Of Six. 3,430,000 received hy the Currency Department np to 19th June- 
last. only Rx. 42,500 in Bombay and a trifling amount in Calcutta came from 
gold held in India; the balance was all imported. 
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irary, immensely appreciated, and in urging a change to Is. 3d. 
we are only seeking to correct what we consider tcf he an excessive, 
arbitrary enhancement. 

BGBT* CAMPBELL. 
JOHN HTJIB. 


Sterling borrowing in order to acquire gold is so. prominent 
a feature of the Government of India’s proposals and of other 
schemes which have been pnt before the Committee, that wa con- 
sider it desirable that the principle of borrowing for such a purpose 
should be thoroughly examined. 

Sterling borrowing is in itself objectionable on the ground that 
it aggravates the exchange difficulty by permanently increasing 
the home charges, but there are special reasons besides against 
borrowing for the purpose of establishing and maintaining a 
•gold standard. If India is unable to acquire gold except by 
borrowing, that alone would go far to prove her unfitness for 
a gold standard and her inability to retain gold so acquired. Gold 
attracted to the currency by trade influences might reasonably 
he expected to remain in circulation, hut there could he no 
certainty that gold brought in by borrowing would do so; the 
presumption would he rather the other way, because, short of with- 
drawing rupees to make room for it (a proposal which has been 
•universally condemned), it is difficult to see haw borrowed gold 
could be introduced into the circulation without creating monetary 
conditions' which would drive it hack to England again. 

If, however, as we believe, India is able to obtain the neces- 
sary gold by means of the trade balance in her favour in the 
same way as she formerly obtained her silver currency, why 
should the expensive and objectionable method of borrowing be 
resorted to? The only advantage of borrowing would be to hasten 
convertibility, an advantage which would he gained at the expense 
of any assurance of ultimate success, or any certainty that the 
borrowed gold would not begin to disappear aa soon as converti- 
bility was attempted, while the disturbing influence an the Indian 
money markets of bringing in large amounts of borrowed gold 
would not be wholesome. A measure on the other hand under 
which gold would flow to India gradually as trade and currency 
requirements dictated, even if it took several years to introduce 
into the circulation sufficient to make the standard fully effective, 
would carry with it a confidence which could never he inspired 
by the sight of gold forced in by artificial means, while the 
automatic supply of currency as from time to time required would 
keep the money markets from either undue plethora or stringency. 

Italy furnishes a practical illustration of the result of attempt- 
ing to establish a gold standard by means of borrowed gold. The 
Italian Government obtained by sterling loans a large amount of 
gold for that purpose, but they have not succeeded in their 
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endeavour. They dare not allow tlxe gold they borrowed to go 
into circulation, because it would at once be exported. A i. the 
present rate of Italian exchange the gold, if obtainable, would 

f ^ive a profit of 6 to 7 per cent, to send abroad, and, with tbe 
oreign exchange so much above the gold point, the gold standard 
has disappeared. 

A further objection to forcing gold into the currency by 
borrowing, is the effect it would have in obscuring the proper 
ratio between gold and the rupee, the ratio at which a gold 
currency would be practicable, and the mischievous effect it might 
have in enforcing for the time a ratio which without the continued 
support of borrowed gold might prove to be unworkable and would 
therefore ultimately break down. "With 120 crores of rupees in 
circulation, which must continue to be uni Lmited legal tender for 
years to come, the change from a silver to a gold-standard is not 
the simple question of raising so much gold and putting it into 
circulation at any arbitrary ratio to the rupee which may be 
chosen. Tbe lower gold is valued in relation to the rupee, the 
greater will be the difficulty of keeping it in circulation and the 
greater the danger of the under- valued gold disappearing, leaving 
the sterling debt as the only lasting result of the operation. A 
gold standard and currency can only be established and maintained 
on conditions which will permit of gold flowing freely to India 
in obedience to trade requirements, and any measure which 
attempts to override these conditions and force gold in by artificial 
means will break down sooner or later. 

I 1 or these reasons we are opposed to sterling borrowing, whether 
for the establishment or the maintenance of a gold standard. 
Borrowing to support the standard once resorted to, it would he 
impossible to know when to stop, and the only safe course is 
not to begin. It is on trade support that the maintenance of the 
gold standard must in the long run depend, and any saving of 
delay through borrowing would not be worth the risk of finding, 
after having incurred a load of sterling debt with its consequent 
addition to tbe home charges, that an impracticable scheme had 
:3been pursued which when left to its own merits would break down.- 

ROBT. CAMPBELL. 

W. BE. HOLLA ND. 

JOHN MTJIB. 




THE ROY All COMMISSION. 


GEORGE, R. I. 

George the Fifth, by the Grace of God, of the United Kingdom 
of Great Britain and Ireland and. of the British 1) o ininl ons 
beyond the Seas, Ring, Defender of the Faith, Emperor of 
India, to 

Our Right Trusty and Well-beloved Counsellor Joseph Austen 
Chamberlain ; 

Our Right Trusty and Well-beloved Edmund Beckett, Baron 
:Raber ; 

Our Right Trusty and Well-beloved Arthur, Baron Kilbracken, 
Knight Grand Cross of Our Most Honourable Order of the Bath; 
.and 

Our Trusty and Well-beloved: — 

Sir Robert C-haemers, Knight Commander of Our Most 
Honourable Order of the Bath, Permanent Secretary to the 
Treasury ; 

Sir Ernest Cable, Knight, formerly President of the Ben- 
gal Chamber of Commerce; 

Sir Shaptjrji Burjorji Broacha, 'Knight, formerly Sheriff 
of Bombay; 

Sir J a mes Begbie, Knight, Secretary and Treasurer of the 
Bank of Bombay; 

Robert Woodbtjrn Gillan, Esquire, Companion of Our 
Most Exalted Order of the Star of India, Secretary to the 
Government of India in the Finance Department; 

Henry Neville Gladstone, Esquire ; and 

John Maynard Keynes, Esquire, Fellow of King’s College 
in Our University of Cambridge, and Lecturer in Economics, 

Greeting ! 

"Whereas We have deemed it expedient that a Commission should 
forthwith issue 

To inquire into the location and management of the general 
balances of the Government of India ; the sale in London of Council 
Bills and Transfers ; the measures taken by the Indian Government 
and the Secretary of State for India in Council to maintain the 
exchange value of the rupee in pursuance of or supplementary to 
the recommendations of the Indian Currency Committee of 1898, 
more particularly with regard to the location, disposition, and em- 
ployment of the Gold Standard and Paper Currency Reserves ; and 
whether the existing practice in these matters is conducive to the 
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interests of India ; also to report as to the suitability of the financial! 
organisation and procedure of the India Office ; and to make recom- 
mendations : 

Now know ye, that We, reposing great trust and confidence in 
your knowledge and ability, have authorised and appointed, and. 
do by these Presents authorise and appoint you, the said Joseph 
Austen Chamberlain (Chairman) ; Edmund Beckett, Baron Faber ; 
Arthur, Baron Kilbracken ; Sir Robert Chalmers ; Sir Ernest Cable 
Sir Shapurji Burjorji Broacha; Sir James Begbie; Robert Wood- 
burn Gillan; Henry Neville Gladstone and John Maynard Keynes- 
to be Our Commissioners for the purposes of the said enquiry. 

And for the better effecting the purposes of this Our Commission,. 
We do by these Presents give and grant unto you, or any three or 
morg of you, full power, at any place in Our said United Kingdom; 
of Great Britain and Ireland, to call before you such persons as you 
shall judge likely to afford you any information upon the subject 
of this Our Commission ; and also to call for, have access to and 
examine all such books, documents, registers and records as may 
afford you the fullest information on the subject, and to inquire of 
and concerning the premises by all other lawful ways and means 
whatsoever. 

And We do by these Presents authorise and empower you, or 
any three or more of you, to visit and personally inspect such 
places as you may deem it expedient so to inspect for the more effec- 
tual carrying out of the purposes aforesaid. 

And We do by these Presents will and ordain that this Our 
Commission shall continue in full force and virtue, and that you, 
Our said Commissioners, or any three or more of you, may from 
time to time proceed in the execution thereof and of every matter 
and thing therein contained, although the same be not continued 
from time to time by adjournment. 

And We do further ordain that you, or any three or more of you, 
have liberty to report your proceedings under this Our Commission 
from time to time, if you shall judge it expedient so to do. 

And Our further will and pleasure is that you, with as little 
delay as possible, report to Us under your hands and seals, or under 
the hands and seals of any three or more of you, your opinion upon 
the matters herein submitted for your consideration. 

Given at Our Court of St. J ames’s, the seventeenth day of 
April, one thousand nine hundred and thirteen, in the* 
third year of Our Reign. 

By His Majesty’s Command, 

R. McKENNA. 

Indian Currency and Finance. 

Royal Commission of Inquiry. 
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REPORT TO THE KING’S MOST EXCETJU2NT MAJESTY 

May it Please Y:gur Majesty, 

We, the undersigned Commissioners appointed to inquire into 
the location and management of the general balances of the Gov- 
ernment of India; the sale in London of Council hills and transfers;, 
the ; measures taken by the Indian Government and the Secretary 
of State for India in Council to maintain the exchange value of the 
rupee in pursuance of or supplementary to the recommendations of 
the Indian Currency Committee of 1898, more particularly with 
regard to the location, disposition, and employment of the Gold 
Standard and Paper Currency [Reserves ; and whether the existing 
practice in these matters is conducive, to the interests of India ; also- 
to report as to the suitability of the financial organisation and 
procedure of the India Office; and to make recommendations;, 
humbly submit to Tour Majesty the following Report: — 

I . — ITTROPU C TORT . 

1. We have held 34 meetings and have examined 33 witnesses, 
In order that full opportunity might be given for an expression of 
the views of the various persons and bodies interested in. the subjects 
of our inquiry, we decided at our first meeting to request the Gov- 
ernment of India through the Secretary of State to issue a public 
invitation in. India for representative witnesses to appear before us ; 
and arrangements were made for facilitating the attendance of those 
who had to travel- specially from India to London for thin purpose. 
Twelve^ witnesses representative of the commercial, financial , and. 
banking interests throughout India- attended m the result of this- 
invitation; while two other witnesses, Mr. [Marshall Reid, CJE.J3., 
and Mr. M. de P. Webb, C.I.E., who attended in response to our 
direct invitation* may be included in the same category. Several 
others, who were prevented from one cause or another from fulfilling- 
their original intention of appearing, before us for examination, 
have submitted statements of their views-, which are printed among 
the appendices to- our Reports, together with similar^ statement 
from others who were either unable to accept the invitation: to give 
oral evidence or were asked by us to express their views in writing 
instead of attending in person. 

2. Of the remaining nineteen witnesses, two were former chair- 
men q£ the finance Committee of the India Council ; one is- tb* 
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’present chairman and one a present member of that Committee, one 
is the broker to the Secretary of State for India, and four are 
members of the India Office permanent staff, making nine witnesses 
in all who were directly or indirectly representatives of the India 
Office. The Government of India selected four witnesses to repre- 
sent them, including Mr. Bhupendra Nath Mitra, C.I.E., Assistant 
Secretary to the Government of India in the Finance Department, 
.and Sir James Meston, K.C.S.I., now Lieutenant-Governor of the 
United Provinces, and a former Secretary in the Finance Depart- 
ment. In addition to these official representatives of the Govern*- 
ment of India, Sir Guy Fleetwood Wilson, K.C.S.I., etc., who had 
recently retired from the position of Finance Member of the Vice- 
roy’s Council, and Mr. F. C. Harrison, C.S.I., a former Accountant- 
-General at Bombay, attended as witnesses at our invitation. 

3. The remaining four witnesses comprise a representative of 
.the Bank of England, two representatives of the Exchange Banks 
doing business in India, and Mr. Moreton Frewen, who came before 
us at his own request. His special object was to express the views 
of those who desire to see the Indian mints re-opened to the unres- 
tricted coinage of silver. 

4. Qur reference indicates the following main subjects for our 
inquiry; the general balances of the Government of India and 
of the India Office in India and Loi. don respectively : the sale of 
Council drafts by the Secretary of State in London : the Gold Stand- 
ard Reserve : the Paper Currency Reserve ; the system by which the 
exchange value of the rupee is maintained : and the Financial 
Organisation and Procedure of the India Office. 

5. At a very early stage in our inquiry we came to the conclusion 
that we could not deal adequately with these subjects unless we 
.also considered the questions of the establishment of a Central or 
State Bank for India, and the provision of facilities in India for 
the coinage of gold. 

6. All these questions are closely interconnected. Much of the 
•criticism directed against the Indian Government and the India 
• Office, both in the evidence given before this Commission and else- 
where, has been founded on a mistaken attempt to deal with one 
•or other of these questions separately, and a failure to consider the 
Indian financial and currency system as a whole. This tendency 
has been accentuated by the absence of any full or clear exposition 
•of that system by the responsible authorities. The appendices to 
•our reports contain a series of official memoranda and despatches 
which go far towards filling this gap, whilst the historical summary 
which we give in the next section should suffice to make that system, 
its object and its methods, readily intelligible to anyone who is 
interested in them. 

7 . This system is the outcome of the reports of two Committees 
anterior to this Commission as modified or developed by the expe- 
rience gained in succeeding years. It must be remembered that even 
•the Committee of 1898 had little experience to guide them. Some of 
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“their reco mm endations were tentative and experimental. They 
contemplated, developments, the exact course of which it was im- 
possible for them to foresee, and they certainly had no desire to 
hind the Government of India to a particular solution of questions 
of detail which further experience might show to he unnecessary or 
undesirable. Their main object was to establish a stable rate of 
exchange, and all their other recommendations were directed to this 
great purpose. It is no matter for surprise if, in applying a novel 
policy to constantly changing conditions, official declarations have 
not always been entirely consistent or official action always free 
from hesitation. But we desire at the outset of our report to record 
our high opinion of the ability and skill with which the compli- 
cated duties connected with Indian finance have been discharged by 
the permanent officials to whom they have been entrusted both in 
India and in London . Lord Inchcape, who had special opportu- 
nities of judging of their work and whose wide experience of busi- 
ness gives special weight to his judgment, summed up his opinion 
in the words ( qu . 10,867), “ I have often wished that I had some of 
them in my office/’ whilst Sir Felix Schuster, the present chairman 
of the Finance Committee, spoke (qu. 10,987) of “ the great ability 
and businesslike manner with which the work was carried on by 
the officials.” Those of us who have had no official connection with 
Indian administration or the India Office express our hearty con- 
currence in this well merited praise. 

8. Much of the report of the Committee of 1898 was occupied 
with the discussion of the merits of the policy of closing the Indian 
mints to the unrestricted coinage of silv er. We do not think it 
necessary to go over this ground again. Whatever were the argu- 
ments for or against this step at the time it was taken, only one 
witness now appeared to advocate its reversal, and his advice was 
conditional on the attainment of a limited international agreement 
to maintain the price of silver. We are not in a position to say 
whether such an agreement could be obtained, but in any event 
we regard it as no longer necessary in the interests of India. 'As 
pointed out by Sir James Meston on behalf of the Government of 
India, much of the extra taxation imposed on India during the time 
when the Government were struggling against their exchange diffi- 
culties has been remitted since the rupee has been fixed on a stable 
basis; and with the single exception already quoted, every witness 
who came before us explicitly or by implication condemned the idea 
of a reversal of the policy of 1893 and 1898. It appears to ub to 
be impossible to deny, in face of all the evidence, that India has 
derived enormous benefits from the substitution of gold for silver 
as the standard of value, and India’s future prosperity is, in our 
opinion, bound up with the maintenance of the gold standard. 
We proceed, therefore, to the consideration of the steps which, 
should be taken in pursuance of the policy recommended . by the 
Cbmmittee of 1898. 

9. The first principle to be borne in mind in any consideration of 
the Indian finance and currency system is that the balances of the 
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Government of India in India, and of tile India Office in London, 
and the portions of tile Gold Standard and Paper Currency Reserves 
located respectively in India and in London, all represent in tike 
last analysis one single fund. Tile titles attached to the constituent 
portions of this fund indicate to some extent the nature of the 
needs and liabilities for which the fund as a whole is required to 
provide. The name attached to each portion indicates the primary 
function of that portion; but neither in theory nor in practice have 
the separate portions of the fund been entirely reserved for the 
objects indicated by their separate names. 

10'. The needs and liabilities for which these resources are re- 
quired to provide may be summarised under the following five 
heads — 

(i) A working balance in India for ( a ) the current expenditure 
on revenue and capital account of the Imperial and 
Provincial Governments throughout India, (b) the ex- 
penditure of local boards and municipalities for which 
the Central Government act as banker, (c) the Govern- 
ment saving banks, and (d) miscellaneous funds and 
services such as funds in court. 

(ii)i A working balance in the United Kingdom for the “ home 
charges ” of the Government of India on revenue and 
capital account, including the capital outlay of most of 
the Indian railway systems. 

(Hi) A reserve fund for the maintenance at the par of Is. 4id. 
per rupee of the exchange value of the rupee with the 
sovereign. 

(iv) A, fund for securing the convertibility of the notes of the 
Government of India. 

(a?)! The provision in India of fresh supplies of coined rupees 
and of sovereigns as at present at the rate of one sovere- 
ign peas 15 rupees. 

In addition the system at present in force is used to provide 
facilities for remittance to India by means of Council bills and 
telegraphic transfers of such sums as may be required to meet the 
balance of trade in India's favour. This use of Indian balances 
is limited only by the amount of the resources available in India to 
meet the sales, subject,, however, to the notification that bills will' 
be sold indefinitely at Is. 4§d. per rupee. 

11. We propose to take as the first subject for examination the 
currency system of India, viz . , the internal currency of India and 
the system by which a fixed rate of exchange is maintained between 
the media of internal circulation and the currencies of other coun- 
tries which, like India, have a gold standard. The proposed mint 
for the coinage of gold in India, the Gold Standard Reserve, and 
the Paper Currency Reserve will naturally be dealt with under this 
section of our report. A detailed examination of the general 
balances of the Government of India, both in India and London, 



of -the system of sales of Council drafts, will form the nest 
section of our report. 

The two nest sections will be concerned with, the financial orga- 
nisation and procedure of the India Office and the question of the 
•establishment of a State or Central Bank, and in the last section 
will he found a summary of our conclusions. 


II.— INDIAN CURRENCY SYSTEM. 

(1) III STORY SINCE 1893.. 

12. We shall begin our inquiry into the currency system of 
India by giving a summary of the main events affecting Indian 
currency which led up to the appointment of the Indian Currency 
Committee of 1898 or have taken place since the date of their 
Report. 

13. Prior to the closing of the Indian mints to the unrestricted 
coinage of silver in 1893, the Indian currency system was a mono- 
metaflic system with silver as the standard of value and a circula- 
tion of silver rupees and notes based on them. . For the settlement of 
India’s obligations to countries in which gold was the standard of 
value the rupee was- exchangeable at the gold value of its silver 
content, and the balance of trade, then as now usually in India’s 
favour, was settled hy the import of silver bullion into India, where 
it could be coined at the mints into rupees at the option of the 
holder. 

The main object of the closing of the mints to the unrestricted 
coinage of silver was to -remedy the state of things resulting from 
the fall in the gold value of the rupee owing to the fall in the gold 
price of silver. This fall had for some time been a source of great 
dih?culty to India, because it increased the burden measured in 
rupees of the external obligations of India payable in gold, while 
great uncertainty was introduced into the finances alike of Govern- 
ment and of trade by the fluctuations of exchange. 

14. The closing of the mints to silver in 1893 led, as was in- 
tended, to a gradual divergence between the exchange value of the 
rupee and the gold value of its silver content. After a somewhat 
heavy coinage of rupees in 1893 the (Government ceased to add 
rupees to the circulation. Rupees remained unlimited legal tender, 
and formed the standard of value for all internal exchanges.. Since 
the Government refused, and no one else had the power, to coin 
rupees, as soon as circumstances led to an increased demand for 
rupees, the exchange value of the rupee began to rise. In 1898, 
soon after the Indian Currency Committee of that year was appoint- 
ed, if became for the first time profitable for persons out of India 
who had payments to make in India to take advantage of the stand- 
ing offer of the Government of India (made in 1893 in the form of 
a notification under an Indian Act of that year) to give rupees at 
the Calcutta or Bombay mints, or to issue notes at ihe paper cur- 
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rency offices, against gold tendered to them at a rate of exchange* 
equivalent to 15 rupees for 1Z. sterling. In short, the exchange* 
value of the rupee had then reached Is. 4 d. 

15. So long as the offer of the Government of India to give 
rupees in exchange for gold at Is. 4 d. per rupee remained in forces 
and the Government were prepared to maintain a supply of rupees 1 
sufficient for this purpose, there was obviously no possibility of’ 
exchange rising above Is. 4 d. by more than the cost of shipping- 
gold to India. But it was always possible that a falling off in the 
demand for currency might result in exchange dropping below Is. 
4 d. by more than the cost of shipping gold from India to London, 
unl ess the Government were able and willing to give gold in ex- 
change for rupees at Is. 4 d., or to sell sterling exchange at a fixed 
rate without limit — an offer to which the Government have never- 
in fact bound themselves. 

Throughout the years 1898 and 1899 conditions favoured the- 
maintenance of the exchange rate of Is. 4d., and by the end of' 
1899, the year in which the Committee of 1898 issued their Report, 
over 4,500, 000Z. of gold tendered in exchange for rupees at Is. 4 d~ 
had been accumulated in the Paper Currency Reserve in India. 

16. Such was the. situation which faned the Committee of 1898. 
That Committee necessarily devoted considerable attention to the- 
suggested reopening of the Indian mints to the unrestricted coinage 
of silver, and, in the event of the alternative policy being continued, 
to the consideration of the exact rate at which the exchange- 
value of the rupee should finally be fixed. They decided 
against the reopening of the mints, and in favour of fixing 
the rupee at Is. 4cZ., and these recommendations were accepted by 
the Secretary of State and the Government of India. The impor- 
tant part of the Committee’s Report for the purposes of this his- 
torical summary is therefore that which deals with the measures 
recommended for giving permanence to the de facto position in 
1898-9 so far as concerns the exchange rate of the rupee. 

IT. The Committee had before them several schemes for giving 
fixity to the exchange. The scheme which they recommended was 
not, however, a cut and dried plan with all its details worked out 
in advance. They confined their recommendations to the indica- 
tion of certain general p rinc iples to be followed in advancing to- 
wards an ultimate goal. What this goal was may be gathered from 
the following passages from their Report: — 

Para. 51 . — “ We are of opinion that the habit of hoarding does 
not present such practical difficulties as to justify a permanent 
refusal to allow India to possess the normal accompaniment of a* 
gold standard, viz., a gold currency.” 

Para. 54. — “ We are in favour of making the British sovereign 
a legal tender and a current coin in India. We also consider that' 
at the same time the Indian mints should be thrown open to the 
unrestricted coinage of gold on terms and conditions such as govern 
the three Australian branches of the Royal Mint. The result would ’ 
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■be that, under identical conditions, the sovereign would be coined 
nnd would circulate both at home and in India. [Looking forward 
ns we do to tbe effective establishment in India of a gold standard 
-and currency based on the principles of the free inflow and outflow 
of gold, we recommend these measures for adoption/ * 

Para. 55 . — ce Under an effective gold standard rupees would be 
token coins, subsidiary to the sovereign. But existing conditions 
do not warrant the imposition of a li mi t on the am ount for which 
they should constitute a legal tender; indeed, for some time to 
.come no such limitation can be contemplated.” 

18. It is clear that the Committee looked forward to the ulti- 
mate establishment in India not merely of a gold standard but also 
of a gold currency in active circulation, and meanwhile contemplated 
an approximation to the French system of currency in which gold 
coins and silver five-franc pieces are alike unlimited legal tender. 
This involved the dethronement of the rupee within a comparatively 
short time from its position as the sole or principal medium of 
-exchange and the establishment of the sovereign as an effective 
rival. 

19. In addition to the suggestions for the attainment of this 
object which are mentioned in the passages quoted, viz., the making 
of the sovereign a legal tender and the opening of the mints to the 
coinage of gold, the Committee recommended further (in para. 60) 
that “ fresh rupees should not be coined until the proportion of 
gold in the currency ‘is found to exceed the requirements of the 
public, ” and that ** any profit on the coinage of rupees . . . should 
be kept in gold as a special reserve, entirely apart from the Paper 
•Currency Reserve and the ordinary Treasury balances.” 

The use to be made of this reserve is indicated in the following 
passage (para. 59) : — 

“ Although the Government of India should not, in our 
opinion, be bound by law to part with its gold in ex- 
change for rupees, or for merely internal purposes, we 
regard it as the principal use of a gold reserve that it 
should be freely available for foreign remittances when- 
ever the exchange falls below specie point; and the 
Government of India should make its gold available for 
this purpose, when necessary, under such conditions as 
the circumstances of the time may render desirable 

and, when it has accumulated a sufficient 

gold reserve, and so long as gold is available in its Trea- 
sury, it might discharge its obligations in India in gold, 
instead of in rupees.” 

It will be observed that “ the effective establishment of a gold 
standard ” was the paramount object which the Committee of 1898 
set before the Indian authorities. The other recommendations 
which we have quoted were made only because they were considered 
to be necessarily connected with that supreme purpose. 



20. These recommendations were accepted in their entirety by" 
the Indian, authorities. It remains to consider shortly the history 
of events since 1899. In one respect this history is very simple,- 
Tn 1898 the exchange value of the rupee touched Is. Ad. for the 
first time since the closing of the mints to silver, and, except for 
one temporary fall to below specie point for a brief period during 
the crisis of 1907-8, if has remained fixed at the par of Is, Ad. ever 
since. 

21. This simple statement does not, however, reveal the under- 
lying complexities of the story. 

The Indian Act No. XXII, of 1899 making the sovereign and 
half sovereign legal tender throughout India at 15 rupees to the £ 
gave effect" to the first recommendation of the Committee. This- 
remaiae the only statutory provision for the rating of the rupee at 
Is. Ad., and has the effect of providing a statutory means of prevent- 
ing the rupee from rising above the par of Is. Ad. But it is obvious 
that this Aet does nothing to prevent the rupee from falling below 
Is. Ad., and would be a dead letter if at any time it became cheaper 
to give 15 rupees in settlement of a debt than to give one sovereign. 

22. Active steps were taken at the same date to give effect to the- 
second recommendation, viz., the opening of a mint for the coinage 
of gold in India. The scheme was dropped after nearing comple- 
tion in 1902, and has only recently been revived. But the knowledge- 
that stepB were being taken in this direction during the years 1899* 
to 1992 perhaps contributed to convince public opinion in India 
and elsewhere that the G-overnment were determined to maintain 
the gold standard. 

23. The third recommendation of the Committee was that the* 
profits on the coinage of rupees should be set apart and kept in 
gold as a special reserve. The Gold Standard Reserve, as it is now 
called, is the outcome of this recommendation. By the middle of 
January 1900 the stock of gold in the Paper Currency Reserve in 
India had reached 5,000, 000Z. Though gold coins were now legal 
tender in India, the public continued to demand rupees, and the* 
Government had to consider whether they should resume the coinage- 
of rupees, for the first time since 1898. 

24. The provisions of the Act of 1898 and the notification issued 
by the Government thereunder of their readiness to accept gold at 
the mints and Paper Currency Offices at the rate of 15 rupees to the 
£ had been supplemented in 1898 by an Act which authorised the- 
issue at the same' rate of notes in India against gold deposited in- 
London and earmarked at the Bank of England as part of the Paper 
Currency Reserve. This Act was at first intended to be temporary. 
Its effect was to facilitate Government remittances to London, to- 
add to the gold resources of India, and to give some elasticity to- 
the currency by allowing of the issue of rupees or notes in Indian 
against gold tendered in London. But this additional issue of cur- 
rency against gold tendered in London added to the drain on. the 
rupee reserves of the Government of India. 
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25. I n view of tibia drain, the Government <e£ India proceeded to 
carry .out the recommendations of tire Committee of 1898 -by making 
an active effort to induee the people of India t® use sovereigns ?as 
a medium of circulation. The Currency -0-13.008 were instructed to 
offer sovereigns to presenters of notes, while giving rupees to any 
one who objected to receiving sovereigns., and at the same time the 
Post Offices and other institutions under Government control were 
utilised to press sovereigns on the public. The results were unsatis- 
factory. Many of the gold coins soon made their way back into 
Government ’ s hands, and the Government found themselves unable 
to cash currency notes in rupees not only at the Cawnpore and other 
treasuries in the North West Provinces (where though not legally 
bound to do so, they had been in the habit of encashing notes), 
but on the 11th April 1900 at the Head Office in Calcutta itself. 
Notes became subject to a discount of as much as T %ths per cent, 
in Cawnpore, and there was serious danger of a failure of confidence 
in the paper currency. Meanwhile sovereigns also went to a dis- 
count of as much as 4 annas in many places. Special demands for 
rupees, owing to famine conditions, and the inadequacy of the 
supplies of the favourite circulating medium combined to aggravate 
the general monetary stringency. 

26.. In these circumstances the Government of India resumed the 
coinage of rupees early in 1900 on a considerable scale. Recourse 
to the iLondon silver market soon became necessary, and the Act 
-of 1898 just mentioned was continued for a further period of two 
years with the addition of a provision authorising the use of the 
gold held in the Paper Currency Chest in iLondon for the purchase 
of silver for coinage of rupees and the treatment of the silver so 
purchased as part of the Reserve against notes in circulation during 
the interval between purchase and mintage. An Act of 1992 made 
the whole of these provisions permanent. 

Since 1900 the Government of India have not repeated the ex- 
periment of forcing gold coins into circulation, and in many years 
the coinage of rupees has been on a very large scale. 

27. It was decided in 1900 to follow the recommendation of the 
Committee of 1898 and to form a special reserve from the profits 
on the coinage of rupees as they accrued. The Government of India 
put forward proposals for the formation of such a reserve in their 
despatch No. 302 of the 6th September 1900 (Appendix "V., p. 109). 
Their idea seems to have been to keep the reserve in gold locked up 
in a special chest in India. The decision of the Secretary of State, 
however (as given in his despatch No. 232 of the 13th December 
1900, Appendix V, p. 126), was that the profits should be remitted 
to London and invested in sterling securities. It was held that 
since iLondon was the place in which the Reserve would have -to be 
applied on the occasion of the emergency against Which it was 
being created, iLondon would be the best place in which to keep it. 

28. iFor the first few years from 1901 onwards the profits on the 
coinage of rupees were accordingly remitted home by the shipment 
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of gold to London for investment, tlie gold being taken out of the- 
accumulations in the Paper Currency Reserve in exchange for the- 
freshly coined rupees. The interest earned on the securities pur- 
chased was also added to the Gold Reserve. These securities were at 
the outset Consols only, but in 19 OS investments were made also in 
National War Loan Stock and other stocks, such as Local Loans. 
This extension of the area of investment seems to have been dictated 
at the time mainly by the desire to avoid too large holdings of one 
security and to earn a better rate of interest. 

29. In 1905 the sterling resources of the Government of India 
in London were further increased by the shipment to London of 
5,000,000 sovereigns out of the accumulated stocks in the Paper 
Currency Reserve in India, to be held as part of that Reserve in 
London. With a continuance of the favourable balance cf trade 
these stocks of sovereigns had continued to increase, and the diffi- 
culties of the Government since 1899 had been, not in the direction 
of keeping exchange up to Is. 4d., but in providing sufficient rupees 
to meet the demands of the public, which continued to demand 
rupees rather than gold. The advantage of shipping these sovere- 
igns to London and keeping them there was that they could be used 
there, as and when required, in purchasing silver, thus saving the 
three or four weeks’ delay involved in shipping them from India at 
the moment when actually required. 

30. In 1906 the same difficulty in meeting the demands for 
rupees led to the formation in India of a special reserve for this- 
purpose outside the Paper Currency Reserve. At first this reserve 
had been held inside the Paper Currency Reserve in silver ingots, 
and then in partly-coined rupees, hut finally in 1906 the more 
natural course of holding the reserve in fully-coined rupees was 
adopted. The fact that this reserve was needed in order to prevent 
the possibility of the exchange value of the rupee going to a. 
premium over Is. 4 d. through a failure in the supply suggested 
that its cost might be charged against the Gold Reserve by the- 
simple process of holding the profits on the coinage of the rupees in 
the Reserve in the form of rupees in India instead of converting 
them into sterling held in London. The name of this Reserve was 
thereupon changed to the Gold Standard Reserve, which thence- 
forward consisted of two portions, one held in sterling securities in 
London and the other in India in rupees. 

31. Meanwhile, the practice of shipping to London gold accu- 
mulated in the Paper Currency Reserve in India, either to form 
part of the Gold Standard Reserve or to be earmarked in London 
against the Paper Currency Reserve, was recognised to be need- 
lessly expensive. The gold, it was seen, reached India in the first 
place at the cost of individuals, and th^n had to be shipped back 
to London by and at the cost of Government after the public had 
handed it on to the Government in exchange for rupees. By an 
extension of the practice of receiving gold in London in exchange- 
for rupees in India, Indian Revenues could be saved the expense 
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of shipping gold to London, and by the offer of remittances to the" 
public in the form of Council Drafts could realise in the price paid 
for these Drafts a large part of the sums previously paid for freight 
and insurance on the shipment of gold to India. 

32. Accordingly the practice introduced in 1898 of selling 
Council Drafts for gold in London and issuing notes against such 
gold in India was extended, and since 1904 the Secretary of State 
has kept open a standing offer to sell Council Bills without limit 
at the price of Is. 4 \d. When the demand for these Drafts is very, 
strong and the Treasury balances of the Government of India are- 
insufficient to meet them, they are met by the withdrawal of rupees- 
from the Paper Currency Reserve in India against a corresponding 
deposit of gold in the Currency Chest in London, and if necessary 
by the withdrawal of rupees from the Indian Branch of the Gold- 
Standard Reserve. The Government meanwhile purchase silver, 
if necessary, in London out of the proceeds of the Council Drafts 
sold there and ship it to India to be coined into rupees. 

33. The price of Is. 4 id. for Council Bills approximates to the- 
normal gold export point from London to India, but is not at all 
times prohibitive of such export of sovereigns, and the India Office 
have not desired that it should be prohibitive; nor does it prohibit 
the export of sovereigns to India from Egypt or Australia. Accord- 
ingly, when sovereigns continued to accumulate inconveniently in? 
the hands of Government in India, it was decided in 1905 to offer 
Telegraphic Transfers against sovereigns in transit from Egypt 
or Australia to India at rates of Is. 4d. or Is. 4-^%-d., calculated to* 
.make it worth the while of the owner of such sovereigns to divert 
them from India to London. 

34. Under these arrangements it has not since 1905 been neces- 
sary, as a general rule, for the Government of India to ship sovere- 
igns on their own account from India to London, except in the case- 
of light coin; and remittances for the purpose of adding the profits* 
on coinage to the Gold Standard Reserve or for adding to the gold' 
earmarked for the Paper Currency Reserve in London have been 
made by means of the sale of Council Drafts. None the less gold 
continues to go to India in considerable quantities in busy seasons 
both in the form of bullion and in the form of sovereigns, and the* 
accumulations of gold in the Paper Currency Reserve at such times 
continually threaten to embarrass the Government. 

35. In June 1907 a Committee appointed by the Secretary of 
State to consider the question of Indian railway finance recom- 
mended (in an Interim Report) that l,000,000z. out of the profits on 
the coinage of rupees in 1907 should be devoted to the provision of" 
-additional rolling stock and other improvements for Indian rail- 
ways. They were led to this conclusion by a consideration of the* 
urgency of the need for railway development and the impracticabi- 
lity of borrowing the extra sum needed at that date. They justi- 
fied their proposal by the following review of the strength of India* s- 
resources against a fall in exchange, which we quote as throwing* 



light oca what may be regarded as the official view at that time of 
India’s currency system:- — 

“ The object of the Gold Standard Reserve is to 

enable the Government of India and the Secretary of 
State to meet their sterling obligations in the event of 
a falling off in the demand for Council Bills. This re- 
serve at the present time consists of sterling securities of 
the market value of 12,310,629 2., together with a sum 
of six crores of rupees (equivalent to 4,000,0002.) which 
is held in silver in India to meet any sudden demand for 
coinage. In addition to the Gold Standard Reserve, 
there is a large amount of gold (11,066,0002., of which 
7,705,0002. is held in London and 3,361,0002. in India) 
in the Paper Currency Reserve, which could be applied 
to the same object. Apart, therefore, from the six 
crores in silver, there is at the present moment a fund 
of upwards of 23,000,0002. in sterling securities and gold 
bullion which could be drawn upon in case of necessity.” 

36. The Secretary of State went beyond the Committee’s recom- 
mendation and decided that for the future one-half of any profits 
on the coinage of rupees should be used for capital expenditure pn 
railways until the Gold Standard Reserve reached 20,000*0002. It 
was apparently contemplated that, after that total had been reached, 
the whole profits on silver coinage should be diverted from the 
Reserve. This decision was strongly criticised in India, where the 
recent diversion of 4,000,0002. of the Gold Standard Reserve from 
the function of maintaining exchange to the provision of a reserve 
of rupees had already been regarded with disfavour, and the Gov- 
ernment of India, in a telegram, dated the 24th June 1907, followed 
by a despatch, dated the Sth August 1907 (Appendix V, pp. 158 
and 160), urged that the portion of the Gold Standard Reserve held 
in sterling securities should be allowed to accumulate to 20,000,0002. 
before any further sums were diverted from it. The Secretary of 
State, however, proceeded to use 1,123,0002. of the profits of coinage 
for railway capital expenditure, and adhered to his decision as to 
the use of future profits. ** The danger,” he Stated in a telegram, 
dated the 2nd July 1907, “ which you allege of a fall in exchange 
I regard as illusory, having regard to the present conditions of trade, 
the amount of securities in the Gold Standard Reserve, and of gold 
in the Currency Reserve.” 

37. The events of 1907-8, however, modified the outlook, and 
before any further profits on silver coinage accrued, the decision to 
divert part of thorn was reversed in 1909 (despatch 17o. 82 of 2nd 
July 1909, App. V, p. 175), and the sum of 1,123,OO0Z. diverted in 
1907 is all that was actually appropriated to capital expenditure. 

38. The events of 1907-8 also falsified the expectations of the 
India Office in regard to the maintenance of the favourable condi- 
tions of Indian trade, and for the first time since the rupee was 
fixed -at Is. 4d., the Gold Standard Reserve and the other* sterling 



resources of the (Government of India had to be utilised to 1 maintain* 
exchange. 

39. A partial failure of the su mm er monsoon in 1907, and the- 
general monetary stringency all over the world which accompanied 
the ^American financial crisis in the autumn of 1907, caused 1 the 
Indian exchange to become very weak in November of that year. 
The stock of sovereigns in the Paper Currency Reserve in 1 India 
began to fall, their place being taken by rupees. The Government 
of India were asked by the Exchange Banks to sell telegraphic 
transfers on London at 15 rupees to the and after cons ultin g the- 
Secretary of State, refused. Then the Government of India refused, 
to give gold from the Paper Currency Reserve for export in larger 
quantities than 10,0002. to any one individual in one day, but con- 
tinued to give gold for internal purposes-; and as a consequence the 
exchange in Calcutta fell on 23rd November to as low as Is, 8|4d. 
British Postal Orders for 10, 000 Z. and other large sums began to 
be bought as a means of obtaining remittance to London. There- 
upon the Secretary of State urged the Government of India to give- 
gold for export, and being unable to sell Council Drafts, released! 
gold from the Paper Currency Reserve in London against the trans- 
fer of an equivalent amount of rupees from the Treasury balances 
to the Paper Currency Reserve in India. This action, and the 
action of the Government of India, who, following the advice from 
home, consented to give out gold for export, improved exchange, 
which had recovered by 3rd December 1907 to Is. 3 %d. in Calcutta. 
The suggestion of the Secretary of State that telegraphic transfers 
up to 250,0002. should be put up to tender by the Government im 
India at not less than Is, 3 §%d. was not therefore immediately 
acted upon, but the Exchange Banks were informed on the 7th 
December that the Government, in the event of serious weakness 
in the exchange, contemplated offering for tender in India sterling, 
exchange on London. 

40. As the normally busy season went on, rates remained weak,, 
and the sale of Council Drafts continued impossible ; finally it was 
decided on the 4th March 1908 to make weekly sales in India of a 
certain maximum quantity of sterling bills at the fixed rate of Is. 
3|_|«L, instead of telegraphic transfers by tender at not less than Is. 
8^!^. as previously proposed, and on the 26th March 1908 such bills, 
were first sold’. Meanwhile the Secretary of State had taken steps 
to rea lis e some of the securities belonging to the Gold Standard 
Reserve in order to have money ready to meet the bills sold in India. 
Bills continued to be sold freely in India from this date until, on 
11th September 1908, the position of exchange appeared to have 
become sufficiently strong, and the Government of India announced 
the discontinuance of their offer. 

41. In all, 8,058,000Z. was withdrawn during this period from 
the Gold Standard Reserve to meet the bills, while a further sum 
of 933,7492. was temporarily borrowed from that Reserve and used 
to strengthen the India Office balances. The sale of Council; Drafts 
in London naturally ceased during this period, but the India Office- 
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kept themselves in funds, apart from this transfer from the Gold 
Standard Reserve, by the transfer of 4,530, 000Z. from the gold in 
the Paper Currency Chest in London (replaced, as already explain- 
ed, by the addition of rupees to the Paper Currency Reserve in 
India) and by the issue of India Bills to the amount of 4,500, 000Z. 
to meet the deficit in revenue which accompanied the crisis in India. 
We shall return to these figures later, when considering the special 
question of the proper amount and disposition of the Gold Standard 
Reserve. 

42. Since 1907-8 India has enjoyed a period of exceptional pros- 
perity, and during this period the demand for remittances from 
London to India has been so strong as not only to call for the re- 
issue of the large stocks of rupees accumulated in India during the 
crisis of 1907-8, and thus incidentally to restore the Gold Standard 
Reserve in London to its former amount, but also to necessitate large 
coinages of fresh rupees in 1912-3 and 1913-4, the profit on which 
has gone to increase the Reserve far beyond the maximum point 
reached before 1907-8. 

43. The only important developments affecting the Reserve since 
1907-8 have been in the direction of making it more liquid. Partly 
owing to conditions affecting all gilt-edged stocks with no due date 
for redemption, and partly owing to a clearer perception of facts, 
the authorities responsible for the Reserve have reduced the holding 
of Consols and other similar securities, and have invested in pre- 
ference in short-term securities, such as Exchequer Bonds and Trea- 
sury Bills. Mainly under pressure from the Government of India 
the Secretary of State has cancelled the decision of 1907 to divert 
one-half of the profits of fresh coinage, and has introduced (in 1909) 
the practice of holding part of the Reserve in the form of money 
lent out at short notice, whilst in 1912 he began to accumulate a 
portion in actual gold earmarked at the Bank of England. The 
total which the Secretary of State has expressed his intention so 
;o accumulate is fixed at present at 5,000 ,000Z. (India Office Des- 
patch, No. 76, of 28th June 1912, App. V, p. 201). 

(2) The Indian Currency System as it exists at present. 

44. It will be clear from the above summary that the measures 
taken to maintain the exchange value of the rupee have been, to 
use the words of our reference, less in pursuance of the recommenda- 
tions of the Co mm ittee of 1898 than supplementary to them. As 
already pointed out the Indian authorities duly carried out the re- 
commendations of the Committee to make the sovereign legal tender 
in India, and to establish a Gold Reserve. But their first efforts 
fo force the sovereign into circulation having failed, they aban- 
doned the attempt actively to encourage the circulation of a .cold 
currency in India, and, as a corollary of this change of tactics, they 
kept the Gold Reserve in London for use in support of exchange. 

45. The investment of the Gold Standard Reserve in securities 
in London, the dropping of the scheme for a gold mint in India, 
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iiie practice of selling Council Drafts at something below gold point 
-against the Currency Reserve, the establishment of the silver 
branch of the Gk>ld Standard Reserve, the diversion in 1907 of money 
from that Reserve for capital expenditure and its use in 1908 for 
meeting drafts sold by Government in India on London to private 
traders, are. all examples of divergences from the scheme adum- 
brated by the Co mm ittee. Thus, in spite of the fact that the Gov- 
ernment adopted and intended to carry out the recommendations of 
the Co mm ittee of 1898, the Indian currency system to-day differs 
considerably from that contemplated by the Committee, whilst the 
mechanism for maintaining exchange has some important features 
in common with the suggestions made to the Co mm ittee by Mr. 
A. M. Lindsay. The system actually in operation has accordingly 
never been deliberately adopted as a consistent whole, nor do the 
authorities themselves appear always to have had a clear idea of the 
final object to be attained. To a great extent this system is the 
result of a series of experiments. 

46. But to state this is by no means to condemn the action taken 
*>r the system actually in force. Indeed it is fairly certain that a 
too rigid adherence by the authorities since 1899 to any one pre- 
conceived course would have had unfortunate results. The exper- 
ience gained from Indian experiments in currency from 1893 on- 
wards, and the experience of British Colonies, such as the Straits 
-Settlements, and of other countries, such as the Philippines, which 
have followed the Indian example, have thrown much new light on 
the working of currency laws. It is possible now, looking back on 
events in the light of this experience, to see that the present Indian 
system has close affinities with other currency systems in some of the 

f reat European countries and elsewhere, but it was universally 
elieved in 1893 and 1899 that what was being done in India -was 
an entirely new experiment.* This being so, the- Indian authorities 
exercised a natural discretion in interpreting the recommendations 
of the Committee of 1898. 

47. But it is desirable that, in the light of experience gained 
-since 1898, an attempt should now be made to review and restate 
the principles which should guide the authorities responsible for 
the Indian currency system. Although the first efforts actively to 
.encourage the use of gold in circulation in India proved a failure 
.and have not been repeated, many people in India still regard the 
recommendations of the Committee of 1898 as laying down the prin- 

* But cf. Plato, Laws, Boob V, p. 742: — “[The citizens of the ideal 
'State] will require a currency for the purpose of everyday exchange : this 
is practically indispensable for workers of all kinds, and for such purposes as 
-the payment of wages to wage-earners. # To meet these requirements, the 
■citizens will possess a currency which will pass for value among themselves 
hut will not he accepted outside their own boundaries. But a stock of 
-some currency common to the BEellenic world generally Pi.c., of international 
currency] will at all times be kept by the State for military expeditions or 
official missions abroad such as embassies, and for any other necessary- 
purposes of State. If a private citizen has occasion to go abroad, he will 
•snake his application to the Government and go, and on his return, if he has 
anv foreign currency left over in his possession, he will hand it over to 
sfche State, receiving in exchange the equivalent in local currency.” 
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ciples on which the currency system should continue to be deve- 
loped. We have had it in evidence from one of the non-official 
witnesses (Q. 3977) that he personally does what he can to encour- 
age the people with whom he comes in contact to use sovereigns 
rather than rupees, and the evidence which we have received shows 
the existence of a widespread belief both in official and in unofficial 
circles that a gold currency in active circulation is the final goal to 
be aimed at. 

4S. The crisis of 1907-8 was the first great test to which the' 
Indian currency system, as. developed since the date of the Report, 
of the Committee of 1898, was put, and the arrangements made for- 
maintaining the exchange value of the rupee stood the test well- 
The sudden fall of exchange to Is. in Calcutta in November 

1907 was due, not to any insufficiency in the sterling resources of- 
the Government but to a temporary failure to utilise those resources- 
properly. No one in either official or unofficial circles had any ex- 
perience of the machinery required for meeting the crisis,, 
nor had any plans been fully worked out in advance for deal- 
ing with such a crisis. As may be seen from the interim report of- 
the Indian Railway Committee of 1907 already quoted, the India. 
Office apparently believed that the sole, or at any rate the main,, 
purpose of the Gold Standard Reserve was to meet the'requirements : 
of the Secretary of State in London when Council Drafts could not 
be sold, while the Government of India made the mistake of refus- 
ing to give gold from the Paper Currency Reserve for export,, 
though allowing their gold to be drained away for internal uses.. 
Botb authorities thus failed to recognise the wisdom of the recom- 
mendation of the Committee of 1898 that the principal use of a* 
gold reserve is that it should be freely available for foreign remit- 
tances whenever the exchange falls below specie point. But it is- 
fair to add that the Committee of 1898 themselves seem to have- 
believed that a cessation of the sale of Council Drafts combined with 
the use of funds from the Gold Standard Reserve for meeting the- 
requirements of the Secretary of State in London would suffice to- 
maintain exchange, without any provision of gold by the Govern- 
ment for private export. 

49. These mistaken -ideas were, however, veiy quickly rectified' 
in practice, and the steps taken to restore and maintain exchange 
proved adequate. It is easy to see after the event that in this 
or that point a mistake was made, but, regard being had to the 
difficulties and the novelty of the circumstances, the final success 
achieved by the Indian authorities both in India and in this country 
must be recognised as a proof of the soundness of the currency 
scheme itself and of the measures ultimately taken for meeting the 
crisis. 

50. The first lesson to be learnt from the experience of the last 
fifteen years is that the Indian currency system has not developed 
on the lines of the system adumbrated by the Committee of 1898, 
'viz . , a gold standard based on a gold currency in active circulation, 
such as the system in the United Kingdom is commonly held to be*- 
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On the contrary it was proved in the crisis of 1907-8 that the gold 
in circulation in JCndia was -of very little value for maintaining the 
■exchange. The Indian system, as the crisis of 1907-8 revealed it, 
.is, as we have said, more like the system advocated hy Mr. A. M. 
Lindsay in 1898, viz., a gold standard supported hy gold in reserve, 
with a currency for internal use composed mainly of rupees and 
notes. The chief difference between Mr. Lindsay’s system and the 
present system is that, instead of the reserve depending mainly on 
the power to borrow in a crisis, an actual reserve of gold or sterling 
-assets has been provided. 

51- Experience has further shown that, though in origin and 
machinery the Indian currency system based on what is now known 
as the gold exchange standard is different from the currency systems 
of such countries as Russia, Holland, Japan, or Austria-Hungary, 
yet in actual practice these latter systems are not very different from 
■that of India. In these countries, as in India, gold actually in 
circulation is of secondary importance, and the internal medium 
of circulation, whether it be a silver coin or a paper note, depends 
for its value in exchange, not on its own intrinsic worth, but on 
•the maintenance in reserve of gold or resources readily convertible 
into gold, and in the case of Russia and Japan, at any rate, large 
portions of the' gold resources are held not at home, but in London, 
Paris, and other monetary centres, just as India’s Gold Standard 
Reserve is held in London. 

52. A third lesson which the crisis of 1907-8 teaches is the 
desirability of formulating in advance and giving publicity to the 
policy which it is intended to pursue in a crisis. It is almost as 
important that the general public should have confidence in the 
determination of the Government effectively to use their resources 
to maintain the rupee at Is. 4c?., as it is that the Government should 
have the necessary resources for so doing. 

(3) Internal Currency oe India. 

(a) Gold in Internal Circulation. 

53. From time immemorial India has continually absorbed the 
precious metals. Rut in quite recent years gold has been imported 
into India in the form of bullion or of sovereigns in greatly increased 
quantities. Apart from imports of gold bullion, the absorption of 
sovereigns by the pnblic for all purposes (hoards, circulation, and 
"the melting pot) during the 12 years ending the 31st March 1913, 
•that is, the excess of the net amount imported over the amount 
retained in the hands of the Government, somewhat exceeded 
*60,000,0002., an amount little less in value than the new coinage 
of rupees during the same period. Between the 1st April 1909 and 
-the 31st March 1913 the absorption of sovereigns by the public was 
close on 30,00O,0OQZ. (see Appendix I, page 21). 

54. To what extent and how widely the sovereign has estab- 
lished itself as an actual medium of circulation, it is difficult to 
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determine with any great degree of certainty. On the one hand* 
it is quite certain that a large portion of these 60,000,000 sovereigns- 
is not in active circulation, and that in many parts of the country 
the public have shown a preference in currency uses for rupees (or 
notes). But there is undoubted evidence that in the last four years 
there has been a distinct increase in the use of the sovereign foe 
purposes of currency in certain provinces and districts, such as- 
parts of the Bombay Presidency and of the United Provinces, the 
Punjab, and Cochin in the Madras Presidency. Speaking gene- 
rally, no district which wanted gold seems to have experienced in 
the last four years any difficulty in obtaining it. 

55. In these circumstances it cannot be maintained that the 
public have been prevented from obtaining gold by the course 
pursued by the Government. On the contrary, the official- 
policy has been to give the public whatever form of currency they 
wanted, and the only official preference for one form of currency 
over another which we can trace is, as already recorded, in favour 
of gold. Those, therefore, who advocate a gold currency for India,, 
meaning by this the use of gold coins on an extensive scale for 
internal circulation, must take the responsibility of urging the 
Government of India to force upon the public more of a particular 
form of currency than they at present want. It may be added, at 
this point, that the majority of the witnesses heard by us were 
distinctly unfavourable to the coinage of a 10-rupee gold piece. 
There is little reason to believe that it would be any more popular 
as a medium of internal circulation than is the sovereign, while 
there are strong prima facie objections to the introduction of a new 
gold coin slightly more expensive and less convenient than the 
sovereign, which has been gaining an ever-increasing range of 
general acceptability for the purpose of meeting payments outside 
India. On the other hand, in so far as a 10-rupee piece was success- 
ful, it would be likely to prove a more dangerous rival than the 
sovereign to the smaller denominations of notes. 

56, Is it then desirable that the Government of India should 
urge or encourage the circulation of the sovereign? The chief argu- 
ments which have been adduced in favour of such action appear 
to be as follows : — 

(i) That gold is a more convenient and portable medium of 

circulation than the rupee. 

(ii) That a gold currency is a necessary step towards what may 

be regarded as the ideal currency, viz., paper backed 
by gold in reserve. 

(iii) That some prestige attaches to the possession of a gold 
currency, whereas a silver circulation is the mark of 
less progressive peoples. 

\iv) That a large amount of gold in circulation is a strong, 
and, in the view of some people, the only adequate sup- 
port for exchange. 
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(v) That the constant mintage of fresh supplies of rupees is 

objectionable, and would be obviated by an increasing - 
circulation of sovereigns. 

(vi) That until India has a gold currency in active circulation, 

India will continue to possess an artificial and managed 
currency. 

(viz) That India should be encouraged to absorb gold in order 
to protect the world in general from a further rise of 
prices due to the greatly increased production of gold. 

57. The first argument is valid only in so far as concerns large 
payments which for any reason cannot be discharged in notes ; but 
India must continue for many years to use rupees for payment of 
the small amount which form the bulk of internal transactions. 

58. On the second argument we would say that history gives no 
support to the view that a paper currency can only be reached after 
a gold currency has been in circulation. A paper currency, ;.f 
readily encashable, is the most economical medium of circulation, 
and at the same time provides a readily available reserve of gold 
for foreign remittances. 

59. The argument that some prestige attaches to the possession 
of a gold currency is chiefly due, we think, to a confusion between 
a gold standard, which has undoubtedly become in the last forty 
years the mark of a progressive people, and a gold currency, in the 
sense of a preponderating use of gold for the purpose of effecting 
internal exchanges. So far as the internal circulation is concerned, 
a widespread use of cheques is generally agreed to be the most 
progressive system. After this comes the use of notes, which com- 
pose by far the greater part of the currency of most European 
countries. The preponderating use of gold coin is not characteristic 
of a single one of the Great Powers of the world, and it may be 
said that the only country which really conforms to this ideal is 
Egypt, where the continual inflow and outflow of sovereigns is an 
econ omi c loss to Egypt herself and a cause of recurrent inconven- 
ience to the money markets of the world. 

60. The fourth agrument, that the encouragement of a gold 
circulation is calculated in the long run to strengthen exchange, is 
probably that which carries most weight, and has been supported 
before us, in one form or another, by several witnesses who were in 
a position to speak with some authority. It requires, therefore, 
careful consideration. 

61. In the first place, some witnesses seemed to imply that, if 
gold were to be used in India to the same extent that it is, say, 
in the United Kingdom or in Germany, the exchange problem 
would have been largely simplified. We think that this view is 
mistaken. The ability of these countries to meet at all times their 
immediate foreign indebtedness depends on the central reserves of 
the banks of these countries, on the influence exerted by these banks 
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011 the other constituents of the money market, and on their bank 
rate policy. It is not possible to point to any occasion in contem- 
porary history on which sovereigns in the pockets of the people have 
proved a resource on which to count for easing the situation when 
a monetary crisis threatens the Bank of England’s gold reserve. 
So little are the authorities of the Reiehsbank impressed by the 
value of gold in active circulation for the purpose of settling inter- 
national indebtedness, that they have been lately engaged in an 
active policy of replacing some part of this gold by notes of smaller 
denominations than were formerly current, whilst the gold itself 
has been used to strengthen the central reserve. It is useless to 
suppose that the advantages of the existing monetary system of the 
United Eingdom can be obtained for India by imitating what is, 
perhaps, the least vital part of this system, namely, the use of 
sovereigns for that small class of payments which are made in 
actual cash, while ignoring the nature of the complex banking and 
financial system upon which the stability of exchange really rests. 

62 . In the second place, it is important that advocates of a gold 
currency should be clear as to the scale on which they think it 
would be feasible and wise to introduce such a currency in the 
near future. If it is their- desire and their intention that gold 
should be used in active circulation to the same extent that it is 
used, for example, in Egypt, then no doubt gold from circulation 
would be available for export in considerable quantities at times of 
depressed trade. Eor, in that country a large part, measured in 
value, of the total transactions, instead of a very small percentage, 
as is the case both in the United kingdom and in India, is 
carried ont with gold, so that a contraction in the amount of 
business is likely to release a nearly proportionate amount of gold 
for export. In order to attain, however, to this state of affairs in 
India, or even to approximate to it, it would be necessary to reduce 
the note issue to a comparatively insignificant position, and to 
withdraw from circulation, at large expense, no inconsiderable part 
of the existing circulation of rupees. If, however, the advocates 
of a gold currency contemplate only such an addition of gold to the 
currency as can he made through the gradual increase of the aggre- 
gate circulation, without detriment to the existing circulation of 
notes or withdrawal of rupees now circulating, gold must continue 
to occupy for a good many years to come no more than a subsidiary 
position in the currency system. We do not believe that exchange 
would materially benefit from the circulation of gold on this scale. 
There would still he so many rupees in circulation that a con- 
siderable quantity could be spared at times of depressed trade, 
and it would be rupees which, as at present, would flow back 
into the hands of the Government at such times. All experience 
goes^ to show that, so long as the public have the option of 
making payments in tokens or in gold, it is the surplus tokens 
and not the gold in circulation which will seek an outlet at a 
time of weak exchange ; and this will continue until the supply of 
tokens has been so far contracted that they are no more than 
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sufficient for the ordinary business in the transaction of which coins 
of a low denomination are alone convenient. Thus it is a mistake 
to believe that to have 10 or 20 per cent, of the total active circu- 
lation in the form of gold means 10 or 20 per cent, of the advan- 
tages, such as they are, of having nothing but gold in circulation. 
During the crisis of 1907-8, while 4,179,0002. in gold was withdrawn 
by the public from the Paper Currency Reserve, only 250,000Z. 
was exported on private account. We do not believe, therefore, 
that the circulation of gold on a moderate scale only would mate- 
rially reduce the liabilities which Government ought to be prepared 
to meet. 

63. In the third place, it is of great importance to consider from 
what source any goid which may find its way into circulation is 
likely to come. If the gold merely takes the place, not of notes or 
of rupees now circulating, but of new rupees which it would be 
necessary otherwise to mint, the effect is to diminish the strength- 
of the Gold Standard Reserve by tbe amount of the profit which- 
would have been made from the new coinage. This would bring 
to an end the natural growth of the Gold Standard Reserve (except 
in so far as its present funds might he invested and earn interest),- 
and it is very improbable that so moderate a public circulation of 
gold as could possibly be obtained in this way would he as valuable 
in supporting exchange as gold, even though of a less aggregate 
quantity, in the Gold Standard Reserve. But it has to be remem- 
bered that India’s demand for additional currency has been exceed- 
ingly irregular; and it would be rash to base currency policy on 
the assumption that this demand will he large, on the average, over 
the period of years immediately in front of us. For if, on account 
of a falling off in the demand for additional currency or for any 
other cause, such as a greater success in the popularisation of gold 
than' most of its advocates now anticipate, gold in circulation were 
to take the place of notes or of rupees now circulating, the necessary 
and immediate consequence of this must be a rapid depletion of the 

f old now held by Government in the Paper Currency Reserve. 

Tow it must he conceded, and has in fact been acknowledged by 
most of the witnesses who have pressed for a gold currency, that, 
sovereign for sovereign, gold in circulation is less effective than 
gold in reserve for supporting exchange. The depletion, therefore, 
of the gold in the Paper Currency Reserve, which now serves as a 
substantial aid to the Gold Standard Reserve in the support of 
exchange, might gravely weaken the Government’s position at a 
time of exchange difficulties; and the policy of popularising gold, 
so far from helping exchange, would have jeopardised it. Advo- 
cates of a gold currency are met, therefore, by the difficulty that the 
circulation of gold on a moderate scale only is of no substantial use, 
while, on the other hand, the circulation of gold on a large scale, at 
any time in the near future, must necessarily be at the expense 
of the existing Reserves and, so far from increasing the gold in the 
country, must have the effect of making what gold there is less avail- 
able for the support of exchange. Advocates of this policy have. 
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also to remember tbat every step la the direction of popularising 

f old makes it more likely that people will cling to the gold they 
ave and seek to obtain what additional gold they can, on any 
occasion of crisis or general want of confidence. 

64. The argument that the coinage of fresh rupees is objection- 
able and ought to be avoided is largely bound up with the argument 
just examined; for the possible danger to exchange of a very large 
circulation of tokens is the main ground of the objection. But this 
is a convenient place at which to point out that it is by no means 
certain that an increase of gold in circulation will be altogether 
at the expense of rupees. In many respects gold is a far more for- 
midable rival to the note issue than to rupees, since for many pur- 
poses a coin of so high a value as the sovereign cannot possibly take 
4he place of rupees, whilst experience elsewhere has shown that a 
public preference for gold, or alternatively for notes, is largely a 
matter of habit and custom. To habituate a people, therefore, to 
the use of sovereigns is almost certain in the long run to militate 
against the use of notes, even though at first the sovereign is able 
in some cases to obtain a vogue where, at present and immediately, 
this is not possible for notes. A people who have adapted their 
habits to the use of gold will not easily be won from them, so long 
jas gold is easily available. Advocates of a gold currency have 
j epeatedly told us in evidence that they by no means advocate gold 
in preference to notes, which, they regard as a more desirable form 
«of currency; but the policy they favour may have, nevertheless, the 
consequence they deprecate. There is, indeed, some evidence that 
the increased popularity of the sovereign in certain districts during 
the last two years has already hindered in some degree the growing 
use of notes. In his latest report (for 1912-3) the Head Commis- 
sioner of Paper Currency states (paragraph 59): — 

“ In paragraph 44 the conclusion has been drawn that gold 
jh.as replaced rupees to a large extent in the Punjab, and to a 
smaller extent in Bombay and the United Provinces also. The 
question now arises whether the increased use of gold has 
affected the note circulation at all. In the Punjab it is certain 
that the circulation of 5 and 10 rupee notes has been affected. 
The gross circulation of the 5 rupee note after nearly doubling 
in the three years 1908-9 to 1911-2 increased by *5 per cent, 
only in 1912-3. The gross circulation of the 10 rupee note in 
1910-1 was more than double what it was three years before. 
In the last two years it has increased by 1 per cent. only. 
These figures considered in conjunction with the large increase 
in the use of sovereigns in the last two years are irresistible. 

“ In Bombay the gross circulation of the 10 rupee note after 
increasing by nearly 30 per cent, in the two years 1908-9 to 
1910-1 has increased by *6 per cent, only in the last two years. 

** On the whole, it may now be definitely stated that, but for 
the use of gold as currency, the circulation of the smaller cur- 
rency notes would have expanded much more rapidly in the 
Punjab, Bombay, and the United Provinces.” 
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65. This conclusion is corroborated by some interesting figure*' 
placed before us by the National Hank of India and by the Presi- 
dency Hanks as to the percentage of their receipts and disburse- 
ments at various centres in tbe form of notes, rupees, and gold 
respectively ( see Appendix XVIII, pp. 541, 542, and Appendix 
X.LIII, pp. 724-726). It is remarkable how uniformly in districts- 
where the use of gold is considerable the use of notes is below the 
average. 

66. There remains the argument that without gold in active cir- 
culation India’s currency system must reimain a ■ “ managed ” 
system, it being implied that a managed system is a bad system. 
The ideal with which this managed system is contrasted seems to- 
be the system of the United Kingdom where fresh supplies of the 
only unlimited legal tender coins, the sovereign or the half sovere- 
ign, can be obtained at will by anyone who takes gold to the mint for 
coinage. 

In our opinion this contrast is of no value. There does not 
appear to us to be any essential difference between the power to 
import sovereigns at will and the power to have gold coined into 
sovereigns in India. The only point of the criticism that India’s 
currency system is managed in a sense that is not true of the cur- 
rency of the United Kingdom lies in the fact that the rupee is a 
token passing at a value above its intrinsic value and at the same 
time is unlimited legal tender. It is true that it is not practicable 
even to consider the limitation of the amount for which the rupee 
is legal tender. In this sense therefore the system must remain a 
managed one. But we demur altogether to the idea that because- 
it is to this extent a managed system it must be a bad system. It 
is not, in fact, possible for the Government of India to manipulate- 
the currency for their own ends, and they cannot add to the active 
circulation of the currency except in response to public demands. 

67. With the argument that India should be encouraged to ab* 
sorb gold for the benefit of the world in general we do not propose 
to deal. The extent to which India should use gold must, in our 
opinion, be decided solely in accordance with India’s own needs 
and wishes, and it appears to us to be as unjust to force gold coins 
into circulation in India on tbe ground that such action will benefit 
the gold-using countries of the rest of the world as it would be to- 
attempt to refuse to India facilities for obtaining gold in order to 
prevent what adherents of the opposite school have called the drain 
of gold to India. In any case these arguments (which it will be 
noted are mutually destructive) are irrelevant to the inquiry which 
we were directed to make and to the terms of reference, which 
confine us to a report on what is “ conducive to the interests of 
India.” They raise vast controversies npon subjects which are- 
beyond our scope, while giving no reason for the adoption of either 
policy in India’s own interest. 

68. "We conclude therefore that it would not be to India’s advan- 
tage to encourage an increased use of gold in the internal circula- 
tion. 
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(6) 'Proposed Gold Mint for India. 

69. It will be convenient to deal at this point with, tlie question 
■of the opening of a mint for the coinage of gold in India. This 
proposal has been recommended on the ground that it would facili- 
tate a flow of gold to India and that the mere fact of gold being 
coined in India would give confidence in the permanence and stabi- 
lity of the policy recommended by the Committee of 1898. Both 
these considerations have lost much of whatever weight they origi- 
nally carried. Gold has flowed freely to India in recent years 
without this stimulus and we doubt whether any more could have 
been attracted by mere facilities for coinage. 

70. Nor do we believe that the opening of such a mint would be 
of value at this date in winning public confidence in the stability 
of the exchange value of the rupee. This consideration had its 
force in 1899 and 1900, but the experience of 1907-8, the growth 
of the Gold Standard Reserve, and the whole trend of policy and 
opinion since 1898, leave no doubt as to the determination of the 
Government to maintain exchange, and in so far as confidence in 
their power to do so is lacking, it must be secured by measures which 
will make a real and not merely an imaginary addition to the 
resources available for this purpose. 

71. More recently the idea of a gold mint has been pressed on 
the, ground that it would increase the amount of gold in circulation. 
Even if we thought this in itself desirable, we are unable to follow 
the supposed connection between the end in view and the means 
recommended for securing it. The people of India can obtain 
under present conditions as much gold as they desire for currency 
purposes. Indeed the more usual difficulty is that gold coin is in 
greater abundance in the Reserves than is required for internal cir- 
culation. But even if this were not so, the mere existence of a 
mint for the coinage of gold coxild not add to the amount of gold 
available for currency purposes, and the idea that such a mint 
would give India an “ automatic ** currency, in any sense which 
is not true of the existing power to import sovereigns at will appears 
to us to be wholly without foundation. 

72. Nor is it likely that the facilities for converting gold bullion 
into coin which such a mint would provide would have any appre- 
ciable effect on the amount of gold withdrawn from circulation or 
would encourage gold to come out of hoards in unfavourable seasons. 
It is quite true that at times of famine and distress gold must come 
out of hoards, but we see no reason for believing that the amount 
so forthcoming would be increased by the opening of a mint for gold. 
The public in any case would secure equal advantages if the Govern- 
ment of . India were to renew the notification, withdrawn in 1906,. 
of their readiness to receive refined gold at the Bombay Mint in 
exchange for notes or rupees. 

73. ‘ In our opinion, if this were done, it would remove the only 
practical grievance which can be alleged against the present system 
?n this respect and would render wholly unnecessary the opening, 
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of a mint for the coinage of gold. We recognise however that there 
is in some quartei'3 a strong, though a by-no-means unanimous wish, 
that such, an opening should take place. The authority of the Com- 
mittee of 1898 can be cited in its support and there is said to be a 
strong sentiment in its favour. "W e find it difficult to judge accu- 
rately of the depth and extent of this feeling. For the reasons 
already given we do not ourselves share it and we cannot recom- 
mend on its merits the establishment of a gold mint in India. But 
if Indian sentiment genuinely demands it, and the Government of 
India .are. prepared to incur the expense, there is, in our opinion, 
no objection in principle either from the Indian or the Imperial 
standpoint, provided always that the coin to be minted is the 
sovereign (or the half-sovereign) ; and it is pre-eminently a question 
in which Indian sentiment should prevail. If, however, the final 
decision be against the opening of. a gold mint, we recommend that 
the notification of the Government’s readiness to receive refined 
gold at the Bombay mint should be renewed on suitable terms. 

( c ) Conclusions . 

74. We have already stated that it is not to India’s interest that 
further effort should be made to encourage the circulation of gold 
as currency. We regard gold in circulation as wasteful, and we 
think that India should be encouraged to develop economical habits 
in matters of currency. In dealing with the paper currency system 
of India we shall make some suggestions in this direction, and any 
improvements in the banking facilities of India which tend to dis- 
courage the wasteful habit of hoarding the precious metals will be 
of great value to India. But while educating the people in the use 
of more economical forms of currency, it is important that the 
Government should continue to act on the principle of giving the 
people the form of currency for which they ask. We recognise that 
for many years to come a metallic currency will be the only suit- 
able one for the vast majority of transactions in India, where over 
90 per cent, of the people are illiterate and cannot be expected to use 
paper notes or cheques to any considerable extent. 

75. There will still be opportunities for the use of gold coins 
rather than rupees in circumstances in which notes are not suitable 
and rupees are inconveniently cumbrous, and there will necessarily 
remain for a long period a considerable demand for gold coins for 
hoards of all kinds until the habit of banking takes the place of the 
hoarding habit as a means of securing and increasing savings. The 
line between gold in hoards and in circulation is an indefinable one, 
and the hoarding habit is sanctioned by the experience of. centuries 
in India and by religious and racial law’s and customs, with -which 
the Government of India have neither inclination nor power to 
interfere. Any attempt to refuse gold to meet these legitimate 
demands would be unjust and foredoomed to failure, and could 
only cause alarm and instability. The proper line of advance con- 
sists not in actively discouraging the use of gold for currency but 
in encouraging the use of notes. 
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76. To stun up, our view is that India neither demands nor 
requires gold coins to any considerable extent for purposes of circu- 
lation (as opposed to saving or hoarding), that the most generally 
suitable media of internal circulation in India are at present rupees 
and notes, and that the Government should, as opportunity may 
offer, encourage notes, while providing — and this is the cardinal 
feature of the whole system — absolute security for the convertibility 
into sterling of so much of the internal currency as may at any 
moment be required for the settlement of India’s external obliga- 
tions. 


(4) Gold Standard Reserve. 

77. What then are the sterling resources of India for providing 
for the payment of India’s external obligations? These resources 
consist of the Gold Standard Reserve, of the part of the Paper 
Currency Reserve held in gold or sterling securities, and of the 
India Office balance. This balance is, however, in normal condi- 
tions not more than is needed for working purposes, and may, there- 
fore, be disregarded in any review of the resources permanently 
available to support exchange in a time of crisis. 

78. We have already given a summary of the development of 
the Gold 1 Standard Reserve since the date of its first inception. 
The principal criticisms directed against it as at present adminis- 
tered are to the location of the greater part of it in London, to its 
amount, to its composition, and in particular to the presence in a 
fund formerly designated the Gold Reserve and now the Gold 
Standard Reserve of a considerable sum in silver. 

79. The experience of 1907-8 makes it clear that the Reserve is 
required not merely to meet the “ home charges ” of the Govern- 
ment of India at a time when an adverse rate of exchange prevents 
the free sale of Council drafts, but also to liquidate an unfavourable 
balance of trade to the extent necessary to prevent exchange from 
falling below specie point. On the other hand, the Reserve is not 
required to provide for the conversion into sovereigns of the rupees 
in circulation in India. Gold is world’s money, and India, like 
other great countries, needs gold less for internal circulation than 
for the settlement of external obligations when the balance of trade 
is insufficient to meet them. That being so, the aggregate amount 
of rupees in circulation has only an indirect bearing on the question 
of the Gold Standard Reserve. It is true that the Reserve is built 
up out of the profits on the coinage of rupees, but its object is not 
to secure the convertibility on demand of the whole of the rupees in 
circulation but only to provide a reserve sufficient to convert into 
sterling such amount of rupees as may at any moment seek export ; 
in other words, such amount as the owners require to exchange for 
sterling in order to settle debts due in sterling. 

80. This being the purpose of the Reserve, its amount depends 
not so much upon the amount of rupees at any time in circulation 
as upon the growth of India’s trade and the extent of the deficiency 
which adverse seasons or circumstances may at any time be reason- 
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.-ably expected to produce in the country’s power to liquidate im- 
mediately its foreign obligations. 

81. The total amount up to which the Reserve should be accu- 
mulated has been a much canvassed question from the first. Our 
view that the amount depends upon India’s trade balance implies 
“that there is no need to accumulate the Reserve beyond the point 
.at which it will be sufficient together with other sterling resources 
■to meet all reasonably probable requirements in a t im e of adverse 
tirade. But this point is not capable of exact definition. As trade 
•expands and wealth increases in India imports will expand as well 
as exports. But the larger the total volume of the trade the larger 
is the amount (though not necessarily or even probably the propor- 
tion) of the possible variation from year to year in the net balance 
in favour of or against India. If the habit of private investment 
in sterling securities were to assume considerable proportions, and 
if India had already invested largely in such securities, the conse- 
quent possession of large sterling assets by the public in India would 
in itself act as a reserve for the support of exchange. 

82. But for the present the growth of trade and industry carries 
with it a continual increase in the possible demands on the reserve 
fund in adverse times. One of the most noticeable features in the 
crisis of 190T-8 was the fact that for some time after the crisis had 
declared itself imports from abroad, ordered in advance in times 
of prosperity, continued to pour into India, thus accentuating the 
adverse conditions resulting from the failure of the crops and the 
consequent falling off in the volume of the exports. This must 
always be the case, and the larger the trade the greater will be the 
adverse balance which by these circumstances may be created. The 
failure of the crops and the consequent reduction of exports are 
sudden in their origin and immediate in their effect. Exports fall 
-at once, but imports continue to flow in under outstanding orders 
and cannot be checked till those orders are exhausted. In time 
the balance would restore itself, but in the meantime exchange 
would have collapsed. It is to maintain exchange in the interval 
before the balance of trade can right itself that the Reserve exists, 
and its resources must be sufficiently liquid to be used at once and 
• sufficiently large to meet the most prolonged strain to which it may 
■reasonably be anticipated that they might be exposed. 

83. There is normally a very large net balance of trade in India’s 
favour ; but in the year from 1st iSFovember 1907 to 31st October 
T908 the imports of merchandise, including gold and silver, exceed- 
ed the net exports by 1,190,000?. (see Appendix IY, pi 108). Such 
an occurrence in the case of India, with an expenditure of 
20,000,000?. a year on revenue account, apart from capital outlays 
to meet in London, indicates the necessity for a very large sterling 
reserve, and the fact that this net excess of imports over exports 
-of 1907-8 followed on a net balance in India’s favour of 31,010,000?. 
in the corresponding twelve months of 1906-7 shows the enormous 
^extent of the fluctuations to which India’s trade is liable. The^ fact 
-that in this particular instance the balance was righted by the issue 
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of gold (or sterling assets) to tiie extent of 18,QOO,OOOZ. in London, 
and India combined cannot be taken as a measure of the amount 
■which might be required under different circumstances and with a 
larger trade. 

84. The crisis in question was undoubtedly a severe one. Its- 
main features were a failure of the summer monsoon and a partial 
famine, coincident with a world-wide financial crisis. But the 
famine was not the worst experienced in India, the failure of the' 
monsoon was for one season only, and the storm centre of the world- 
wide crisis was in New York and not in London. It is impossible 
therefore to take the crisis of 1907-8 as a measure of the maximum 
demand on the Reserve. A second, failure of the monsoon in the 
following year would undoubtedly have added to the burden, even 
though the check upon imports and the effect upon prices resulting 
from the previous year’s crisis would have done something to miti- 
gate its evil consequences, whilst, if the storm centre of the crisis- 
had been in London, the difficulty of realising large quantities of 
the sectirities in which the Reserve was then held might have been 
considerable. 

85. We do not accept, therefore, the figure of 18,000,000?., 
which was the measure of the demand made by the crisis of 1907-8 
upon the sterling reserves of the Indian Government, as an ade- 
quate guide to the amount which may be required in a similar crisis 
in future. Experience of a second period of adverse exchange is 
necessary before it will be safe to prescribe with any degree of 
precision the proper magnitude of the aggregate sterling reserves. 

86. There remains the question what part of the burden of sup- 
porting exchange ought to fall on the Gold Standard Reserve and 
what part on the gold in the Paper Currency Reserve. It is the 
declared intention of the authorities at present to increase the Gold. 
Standard Reserve up to a total of 25,000,000?., and then to recon- 
sider the necessity of continuing to appropriate to it the whole of 
the income from its present sources of supply. Of the Paper Cur- 
rency Reserve the gold earmarked in London (at present 6,lO0,OOOZ.) 
is commonly regarded as a far more reliable support to exchange 
than the gold held in India, and as the part of which account ought 
primarily to be taken. We incline to the view that reliance ought 
to be placed on gold in the Paper Currency Reserve for .the support 
of exchange only in so far and so long as the Gold Standard Reserve 
is not yet adequate to support the burden by itself. There is no- 
great likelihood of this in the immediate future and we do not 
,think, therefore, that it would be useful for us to attempt to lay- 
down at present any hypothetical limit beyond which additions to 
the Gold Standard Reserve should cease. We are accordingly of 
opinion that, even after allowance is made for the earmarked gold 
in the Paper Currency Reserve, the suggested total of 25,000,0(30?. 
is insufficient. 

87. Our unwillingness to set a limit to the accumulation of the 
Gold Standard Reserve, so far as this is due to profits on the coinage 
of rupees, is increased by the fact that otherwise Government may 
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.appear to lay themselves open to the charge that they can (if foreign 
^exchanges he left out of consideration) provide themselves with as 
much money as they like for internal expenditure by the simple 
process of coining rupees without limit. -We do not suggest that 
it is even conceivable that the Government of India would actually 
"take this suicidal course. Bui at the same time it appears to us 
•undesirable that any Government should be open to attack in this 
way if it is possible to avoid it. 

88. And here it may be well to notice the suggestion made by 
-one witness that the Gold Standard Reserve has been built up by 
means of great sacrifices on the part of the revenues of India. The 
word 4 ‘ sacrifices ” appears to us to be out of place in this connec- 
tion. In building up the Reserve India has not sacrificed revenue. 
The most that can be said is that revenue has not been artificially 
swollen by the appropriation in aid of ordinary expenditure of cer- 
tain funds which were rightly and necessarily devoted to a special 
purpose. 

89. While, therefore, looking beyond the immediate future, we 
hold that the Government of India ought to be alive to the possibi- 
lity of the aggregate sterling reserves eventually reaching an un- 
necessarily high figure, we recommend that the whole profits of the 
silver coinage, together with any interest accruing from invest- 
ments or loans made from the Gold Standard Reserve, should for 
the present continue to be placed to the credit of that Reserve, and 
that no diversion similar to that made in 1907 for railway develop- 
ment should be under any circumstances permitted until further 
experience allows of a much more accurate definition of the calls 
which the Reserve may have to meet than is at present possible. 

‘00. The most suitable place for the location of the Gold Stand- 
ard Reserve is, in our opinion, undoubtedly London, and in this 
view the majority of our witnesses concurred. London is the 
clearing-house of the world, India’s chief customer is the United 
Kingdom, and London is the place where money is required 
both for the expenditure of the Secretary of State on India’s behalf 
•and for payment of India’s commercial obligations to this country 
and the world in general. If the Reserve were kept in India it 
would have to he shipped to London to be used. This would involve 
delay at a moment when immediate action is essential. The objec- 
tions pnt forward to keeping it in London rest on the belief that 
the Reserve is reg-arded in London as being available to supplement 
the Bank- of England’s reserve. There is no foundation at all for 
this belief. ¥e have no hesitation therefore in recommending 
that the whole of the Gold Standard Reserve should be kept in 
London. 

93. It remains to consider the composition of the Gold Standard 
Reserve. We have already mentioned- the fact that until recently 
the whole of the London portion of the Reserve was kept in securi- 
ties, and none in gold. Circumstances have profoundly changed 
since 1899 when the Indian Currency Committee were able to speak 
•naturally of keeping a reserve in gold without proceeding to consi 
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der whether “ gold ” meant sterling securities or actual gold. At 
tliat time it scarcely occurred to anyone to distinguish between* 
Consols and cash. The crisis of 1907-8 resulted in the sale of a 
large part of the Consols and similar securities held on account of the- 
Reserve. It was fortunate that these securities were disposed of 
with little difficulty and without greatly reducing their market 
|>rice. It may be regarded as a further piece of good fortune that 
it was necessary to dispose of these securities at that date and that 
the fund was therefore not affected by the further depreciation in 
their capital value which has since occurred. Larger quantities of. 
short-dated securities less liable! to capital depreciation were 
acquired when the Gold Standard Reserve again accumulated, and" 
the cost price of the Consols and similar securities actually held on 
the 31st March 1913 was only 5, 886, 280 L out of investments the 
cost of which was 16,906,561Z. in all. 

92. The Secretary of State had so far yielded at the latter date 
to the arguments of the Government of India as to hold 1,005,664/- 
in loans at short notice, and a sum of 1,620,000/. in gold ear- 
marked at the Bank of England, this latter sum being the begin- 
nings of a total sum of 5,000,000/. which he is gradually accumulat- 
ing in this form. 

93. We are of opinion that the actual gold held in the Gold 
Standard Reserve should stand at a much higher figure than 
5,000,000/. In the existing circumstances of the London money 
market even the finest securities such as Consols can no longer be 
regarded as identical with cash in the sense in which they were so 
regarded fifteen or twenty years ago, and their realisation might 
involve such a loss in capital value and such an aggravation of a 
crisis which it would be India’s direct interest to allay, as to make 
the holding of more than a comparatively moderate proportion of 
such stocks undesirable in the case of the Gold Standard Reserve. 
Short term securities such as Treasury bills. Exchequer bonds, and 
similar securities have this advantage over Consols that the chance 
of any big loss of capital on realisation is less ; but these securities 
may not be always realisable in large amounts quite so quickly or 
readily as Consols, and their enforced realisation at a particular 
moment might, under certain circumstances, so aggravate an' 
adverse situation in London as to increase India’s difficulties and 
to injure Indian interests. In so far as such securities as Consols 
continue to be held in the Gold Standard Reserve, we would call the 
attention of the authorities to the consideration that to obtain an 
advance against such securities by pledging them might in some 
cases be a preferable alternative to selling them outright, since it 
might be possible to raise money in this way after it had' become 
difficult to sell except at a very serious loss. 

94. In any case, the realisation in a crisis of securities in large 
quantities, and even the calling in of sums lent out at short notice, 
are likely to cause some stringency in the London market, and if 
the exchange crisis in India which makes such realisation necessary 
is accompanied or directly caused by a financial crisis in London or 
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reacting upon London, as is very probable, tbe difficulty of realisa- 
tion may be accentuated, and tbe possibility of loss to India cannot- 
be ignored. India should, in this respect, be as far as possible 
independent of London. J ust as London must look to its own 
resources in such a crisis, and does not and cannot count on help 
from Indian reserves, so India should be in a position to defend its- 
own financial position without undue recourse to the gold reserves 
of London. The Gold Standard Reserve is built up out of the fruits- 
of the economy of gold. It is a necessaiy condition of such econo- 
my that- an adequate reserve should be held against an exchange 
crisis, and it is right that such reserve should be sufficient in itself 
to meet the crisis and should not be dependent on conditions which 
India cannot control or on resources accumulated by another 
country to meet its own liabilities. 

95. What then is the amount of actual gold which should be 
held on account of the Gold Standard Reserve? We do not think 
that it is possible to fix an amount which will hold good for all 
time. The amount of actual gold depends like the aggregate of 
the whole fund on a consideration of conditions which are constantly 
changing. We see no necessity for keeping the whole fund in gold, 
as is sometimes demanded. To do so would be, in our opinion,, 
unnecessary and wasteful, and would take away from the Reserve 
an important source of future increase. On the other hand, we are 
clearly of opinion that the actual holding of gold in this Reserve 
has been and is insufficient, and that it is important to take imme- 
diate steps for its increase. 

96. In our opinion, the best rule in present circumstances would 
be that not less than one-half of the fund should be held in actual 
gold when the total fund exceeds 30,000,0002., and that a minimum 
amount of 15,000,0002. should be accumulated as rapidly as pos- 
sible. If this rule is followed and a sum of not less than 5,000,0002.. 
is usually kept in gold in London as a part of the Paper Currency 
Reserve, it will be possible for India in a time of exchange crisis 
to release in actual gold an amount equal to the amount of securities 
which it may be desired to realise, and at the same time to have a 
final reserve of gold left. So soon as circumstances render recourse 
to the Gold Standard Reserve necessary, the policy of the author- 
ities should be to use both the securities and the gold, advantage 
being taken of the release; of gold to facilitate the realisation of 
securities. 

97. Taking the figure at the 31st March 1913, the total amount- 
of the Gold Standard Reserve was : — 

£ £ 

Securities at market value . . 15,945,669 
Money lent at short notice . . 1,005,664 

16,951,333 

Gold deposited at the Bank of England . . 1,620,000 

18,571,333 

Silver in Indian Branch : 6 crores at Is. 4 d. . 4,000,000 


22,571,333 
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$8. The holding of silver in the Gold Standard Reserve has 
griven rise to much, criticism, and is responsible for muck confusion 
.and doubt as to .tke efficiency of tke Reserve. If tke proposals 
which we make in a later section in regard to tke Paper Currency 
.Reserve are carried out, it will be possible to exchange at once tke 
6 crores of silver for 4,000,000Z. of gold, and we recommend tkat 
tkis should be done. Further, the Paper Currency Reserve will be 
able to take over from tke Gold Standard Reserve at least 4,OOO,O0OZ. 
of its securities in exchange for gold. 

99. These transactions will at once raise tke total amount of 
gold in the Gold Standard Reserve from 1,620, 000Z. to 9,620,G00Z. 
Tkis figure is still muck below tke proportion suggested by us.* 
Jt should be further increased as opportunity offers for tke revision 
,of existing investments as well as by tke addition of new money. 

100. Tke gold transferred from tke Paper Currency Reserve in 
.India might continue to be held there for a time as part of tke 
Gold Standard Reserve, but, as we are of opinion tkat London is 
the proper place for the Gold Standard Reserve, steps should be 
-taken to transfer it to London .as soon as convenient. 

101. We have, .considered whether it would be desirable to make 
;the Gold Standard Reserve the subject of statutory regulations. 
But there are disadvantages in restricting the freedom of Govern- 
ment in a crisis, and it is undesirable tkat the disposition and 
amount of tke Reserve should be stereotyped until further exper- 
ience makes it possible to forecast with greater certainty tke nature 
and tke extent of tke calls wkick may be made upon it. We there- 
fore do not recommend tkat tke Gold Standard Reserve should be 
regulated by statute. But we advise that tke Government should 
rrnake a public notification of their intention to sell bills in India 
on London at tke rate of Is. 3|^cZ. whenever they are asked to do 
•so (as was actually done in 1908, and confirmed in 1909), to the full 
extent of their resources. We believe tkat tke knowledge tkat suck 
exchange can be purchased at any time will do muck by itself to 
inspire confidence, and so to reduce tke actual demand for drafts 
-on London, and to prevent tkat feeling of panic wkick is liable to 
: accompany and to aggravate periods of financial strain. With the 
Reserve for the support of exchange so strong as it will, we hope, 
prove if our recommendations are accepted, we do not think tkat 
there is any reason to fear tkat in undertaking tkis liability tke 
•Government of India would be in any danger of being unable to 
-carry out their obligations. 

(5) Paper Currency. 

102. The Government Paper Currency System of India dates 
from 1862, in which year tke previously existing notes of the Pre- 
sidency Banks, wkick had only a restricted circulation, were with- 
drawn, and a Government monopoly of Xote issue was established. 

* The figure 1,620, 000 7 . is that of the eold held on the 31st March 1913. 
Considerable additions have been made to this total quite recently, while this 
'Report has been under discussion. 
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Tine notes are in tlie form of promissory notes of tine Government of. 
India, payable in rupees to bearer on demand, and are issued in. 
denominations of 5, 10, 50, 100, 500, 1,000, and 10,000 rupees. 
They are issued without limit at any paper currency office against 
rupees or gold. For the purpose of the note system, India is divided 
into certain circles, and (with the exception of the 5-rupee note 
which was universalised outside Burma in 1903) the notes were,, 
until 1910, legal tender only within the circle of issue, and could, 
be encashed as of right only at the head office of the circle of issue. 
In 1910 power was taken to make the notes universal legal tender 
throughout India and encashable as of right at the head offices of. 
each of the .circles, now seven in number, and under this power 
all the smaller denominations of notes up to and including those 
for 100 rupees have been universalised. Extra-legal facilities for 
encashment are given at most of the Government treasuries, and,, 
in practice, notes are freely encashed there within reasonable limits. 
The growth of the gross circulation was slow. From 3*69 crores in 
1862 it had reached only 15*77 crores in 1890. After that date the 
increase was more rapid, and of late years especially since the- 
partial abolition of the circle system, the circulation has expanded 
very fast. The figures are (in crores of rupees) : — 


Average of Year 

Gross 

Circula- 

tion. 

r 

Notes 
held in 

13 eserve 
Trea- 
suries. 

Net 

Circula- 

tion* 

Notes held in 
Government 
Treasuries 
other than 
Bescrve 
Treasuries. 

Notes held 
in Presi- 
dency 
Bank 
Head 
Offices 

Active 

Circula- 

tion. 

1900-1 




28-88 

2*3* 

26 -S4 

rsi 

2- 68 

22 05 

1906-7 


« 


4o’ 1 4» 

3-66 

414S 

1*99 

5-56 

33" 93 

1911-2 

• 



57 "37 

5 53 

51‘S3 

2*34 

7 60 

41 89 

1912-8 

* 

• 


65'62 

10 71 

54-92 

2*52 

7*01 

45’39 


103. The Indian system of note issue was avowedly modelled on 
that of the Bank of England as regulated by the Bank Charter Act 
of 1844, and in its main features remains unaltered to this day. It 
was provided in 1862 that a metallic reserve should be kept against 
the whole of the notes issued with the exception of such amount 
not exceeding 4 crores of rupees as might be fixed by the Gover- 
nor-General in Council with the consent of the Secretary of State. 
This amount was to he invested in Government securities. The 
amount of the Reserve that may be invested has been increased by 
special Acts from time to time* to 14 crores, of which a maximum 
of 4 crores may be held in sterling securities. The composition of 
the Reserve on the 31st March 1913 was as follows: — 


Total 

Circulation. 

Silver in 
India. 

Gold in 
India. 

Gold in 1 
London. 

Securities. 

■ 

Sterling. 

Bupee. 

Chores. 

Crores. 

i 

Crores. 

Crores. 

Crores. 

Crores . 

68*97 

16 45 

j 

29 37 

9*15 

400 

10*00 
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It will be seen tbat the securities bow amount to a little over 20 
per cent, of tbe total reserve. In spite of an addition of two crores 
•to the securities in 1911, this is a much lower percentage than was 
usual in earlier years, the figures at the end of each year in which 
•the successive additions to the securities have been made being — • 
.1871-2, 44'9 per cent. ; 1890-1, 27*2 per cent. ; 1896-7, 42*1 per cent. ; 
1905-6, 26*9 per cent.; 1911-2, 22*8 per cent. 

104. In this country the intention of the framers of the Bank 
-Charter Act of 1844 was to prevent the abuses attendant on the 
issue of notes without the backing of a metallic reserve by securing 
the retention in reserve of coin against every single note issued over 
•and above a maximum amount which was allowed to be covered 
by securities. This system was for long believed to be the ideal 
-ox a note issue system. But in fact its result has been to reduce 
notes to a very insignificant position in the British Currency system. 
The complete inelasticity imposed by the Act of 1844 upon the 
currency of notes, an inelasticity which can only be modified tem- 
porarily and as a last resort by the extra-legal power assumed by 
Government of suspending the Bank Charter Act in a crisis, has 
only been tolerated because of the discovery in the cheque system 
of an alternative means of obtaining an elastic paper currency, 
•which could not be obtained through the note issue under the terms 
of the Act. The main paper currency of the United Kingdom now 
consists of cheques, and the gold reserve of the Bank of England, 
though nominally supporting a comparatively small note issue, is 
really the ultimate support of a gigantic currency of cheques and 
other credit instruments of which the notes of the Bank of England 
form only a small portion. 

105. In India, at all events outside the Presidency towns, con- 
ditions have not as yet favoured any great extension of the cheque 
system or of credit instruments generally, and metallic currency and 
notes of small denominations remain the favourite and the only suit- 
able currency medium with the vast majority of the public. But 
since the closing of the Mints to silver in 1893, the expansion in the 
trade and commerce of India has made the need for a more elastic 
currency increasingly felt, and the restrictions imposed upon the 
note issue system by the requirement of a metallic backing for all 
notes issued above a fixed maximum, which can only be altered by 
a specific Act of the legislature, have become increasingly inconve- 
nient. Some elasticity has, it is true, been introduced, rather in- 
cidentally than intentionally, by the Gold Note Act of 1898 and 
the development of the system of sales of Council Drafts already 
referred to (para. 24), under which it has become possible for notes 
to be issued in India against money tendered to the Secretary of 
State in Eon don. But so far as the Paper Currency system itself 
is concerned this elasticity is secured only by the earmarking of 
gold in Eondon, which is equivalent to the export of gold from 
Eondon to India; the expansion of the currency of India is thus at 
•the expense of the gold reserves of Eondon, and in some circum- 
stances the resulting stringency in Eondon is so disadvantageous 
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to India as to ^ make an expansion of the currency by this means 
actually undesirable. 

106. Before considering the possibility and desirability of add- 
ing elasticity to the note issue system we must first examine, more 
particularly, the present location and disposition of the Paper Cur- 
rency Reserve. 

In our sum m ary of events relating to the exchange value of the 
rupee we have explained how it came about that this Reserve was 
made a part of the machinery for receiving gold, both in India 
and in London, in exchange for rupees, for holding in India gold 
intended to be passed into circulation, and for acting “ as a first 
line of defence, ” as it has been called, for the Is. 4 d. parity of the 
rupee. "While the main object of the Reserve is to secure the 
absolute convertibility of the notes, the location of the Reserve 
and the proportion between the gold and silver in the metallic por- 
tion now depend on other considerations as well. 

107 The holder of a note is entitled to receive payment for it 
in Indian legal tender money, that is in sovereigns, half-sovereigns, 
or rupees. As he usually prefers rupees and has a right to demand 
them, the first necessity is that sufficient rupees should be held in 
the Reserve to meet this demand. To meet demands from this and 
other causes during the busy season the Government consider that 
the stock of rupees in reserve should not he allowed to fall below 
24 crores on the 1st November in any year, or 18 crores on the 
1st May in a year of active trade (see question 9099) . These figures 
have been evolved on the basis of experience and are periodically 
reconsidered. As six crores are at present held in the Gold Stand- 
ard Reserve the minimum figures for the Paper Currency Reserve 
are 12 crores on the 1st May, and 18 crores on the 1st November. 
If the outflow during the busy season is so great as to threaten a 
reduction below 12 crores on the 1st May, or the inflow during the 
slack season is insufficient to build up a total of 18 erores on the 
1st November, steps are taken to coin fresh rupees. 

108. The total amount of gold in the Paper Currency Reserve 
naturally fluctuates inversely with the total stock of rupees in the 
same Reserve. When the rupees threaten to fall short, the gold 
accumulates, and it is by using the excess gold that the cost of 
silver for fresh coinage is eventually met. As already explained, 
the authorities endeavour, through the sale of Council Drafts in 
London, to secure that the gold should not accumulate in India to 
such an extent as to involve shipment hack to London. Tn practice 
the amount of gold accumulated in India has, except when depleted 
“by the exchange crisis of 1907-8, always tended to exceed the maxi- 
mum demand for gold from the Reserve in India. The policy 
pursued in quite recent years has been to locate from about five to 
seven millions sterling in London, and only to secure the presence 
in London of further gold belonging to this Reserve when the money 
Is wanted to purchase silver. This policy has been criticised by 
some of the witnesses who appeared before us. It seems to us, 
however, to he at present justified by two considerations. In the 
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first place it is reasonable that for the purchase of silver some part 
of the Paper Currency Reserve gold should be kept in London, as 
the principal source of supply : for this purpose no great amount is 
required. But, second, there is the maintenance of exchange to be 
considered. The facts are that the gold in the Reserve in India 
has been much in excess of the demand, that the Gold Standard 
Reserve has not in itself been sufficient to secure beyond question 
the stability of exchange, and that gold in London is more directly 
and indubitably effective for this purpose than gold in India. In 
these circumstances, so long as the Gold Standard Reserve is insuffi- 
cient by itself for the support of exchange, we think the policy is 
justified. 

109. The present maximum for the securities in the Reserve is, 

as already stated, 14 crores. Until 1905 the whole of the securities 
held consisted of rupee paper, but the additions of two crores in 
1905 and two crores in 1911 have taken the form of investments in 
sterling securities. This extension of the area of investment was 
made, partly with the object of not having too large holdings of a 
security which was likely to be depreciated by the same causes as 
would possibly entail a run on the Paper Currency Reserve involv- 
ing their sale, and partly as an additional sterling support for 
exchange. - 

110. We are of opinion that considerable improvements can be 
made in the location and disposition of the Paper Currency Reserve. 

In the course of our inquiry the suggestion has frequently come 
up for consideration that the Gold Standard and Paper Currency 
Reserves should be amalgamated. The overlapping which occurs 
between the functions of the two Reserves makes this suggestion 
attractive, and it is possible that an amalgamation may be found 
desirable in the future. But for the present we think that the 
balance of advantage lies in the maintenance of two separate 
Reserves. 

A very conservative treatment of the Gold Standard Reserve 
may, however, in certain circumstances strengthen the position of 
the’ Paper Currency Reserve. A drain on the Gold Standard Re- 
serve for the support of exchange alters, not its volume, but only its 
form; and when rupees have accumulated in this Reserve, as a 
result of providing gold for payments abroad, these rupees are 
available, if necessary, for transfer to the Paper Currency Reserve 
in exchange for sterling securities. Such a transfer would be finan- 
cially sound from the point of view of both Reserves ; and, provided 
that the rupees were only issued from the Paper Currency Reserve 
in exchange for notes previously circulating, the total reduction 
of currency would be no less than before. In the consideration of 
the Paper Currency Reserve, therefore, the increase of strength 
which would accrue to the Gold Standard Reserve, if our proposals 
under that head are adopted, ought not to be entirely overlooked.. 

111. "We have already recommended that the six crores of rupees 
in the Indian Branch of the Gold Standard Reserve should be hand- 
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place for keeping a reserve of rupees. The minimum figures of 24 
orores on the 1st November and 18 crores on the 1st May for the 
stock of coined rupees in reserve will be unaffected, but in future 
this stock will be entirely within the Paper Currency Reserve. 
-4,000,000 sovereigns should concurrently be transferred from the 
Paper Currency Reserve in India to the Gold Standard Reserve. 

112. Our next recommendation is that the fiduciary portion of 
the Paper Currency Reserve should be increased at once to 20 
crores. But instead of merely fixing this figure as a maximum , we 
propose that the maximum of the fiduciary portion should be fixed 
at the amount of the notes held by the Government in the Reserve 
Treasuries 'plus one-third of the net* circulation for the time being. 
Under this proposal the invested portion of the Reserve will be at 
once increased by six crores. We recommend that this result should 
be effected by a transfer (at market value) of sterling securities to 
that amount from the Gold Standard Reserve in exchange for six 
crores of the gold now in the Paper Currency Reserve, in India. 

113. So long as the gross circulation exceeds 60 crores, it will 
be within the power of the authorities to increase the investments 
of the Reserve and we propose that the Government should have 
power not only to make such further permanent investments as they 
think fit hut also to make temporary investments or to grant loans 
either in India or in* London. In India such loans should be made 
to the Presidency Banks on the same terms as we propose hereafter 
in the case of loans from balances, while in London the Secretary 
-of State should have power to lend out in the London market sums 
received in payment for Council Drafts sold against the Currency 
Reserve in the busy season so long as the total of the cash portion 
-of the Reserve does not fall below two-thirds of the net circulation. 

114. We hope for the following advantages from our recom- 
mendations : (1) While the permanent addition to the invested por- 
tion of the Reserve will he no more than is j ustified by past practice 
and experience without in any way endangering the complete con- 
vertibility of the notes, the revenues of India will secure the profit 
earned by investing the amount now held idle in the form of gold 
in India. (2) There will he occasions, especially in the busy season,, 
when it will be safe to lend temporarily sums which it would be 
unwise to invest permanently. The power to make such loans will, 
therefore, enable the Government to earn interest on sums which 
would otherwise lie idle needlessly, and will provide at the same 
time a much needed facility for a temporary expansion of the cur- 
rency in the busy season, by virtue of which the market may 
obtain some relief, though not at first, perhaps, a very great 
amount, from its recurrent stringency. (3) The power to make term- 
porary investments in London on account of the Paper Currency 
Reserve will he a convenience to the Secretary of State in permit- 

* By net circulation we mean tlie gross circulation less the amount of 
notes held in the Reserve Treasuries, cf. para. 102. 
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ting him to sell Council Drafts against the Paper Currency Reserve, 
in anticipation of silver purchases or of any other cause, without 
the loss of interest and other disadvantages which might sometimes- 
come about it he were compelled, without discretionary power, to 
utilise the entire proceeds of such sales in earmarked gold. (4) 
As the circulation of notes in India increases, it will be within vhe 
power of the authorities to increase as and when desirable either the 
permanent or the temporary investments of the Reserve or both 
without a special Act. (5) The power to make loans from the cash 
held against notes in the Reserve Treasuries will provide the Gov- 
ernment with a useful alternative or supplementary means of coun- 
teracting some of the disadvantages arising from the existing Re- 
serve Treasury system with which we deal in the next section of our 
report. 

115. We think it eminently desirable that the use of notes in 
India should be encouraged by all legitimate means. With this 
object in view, we recommend that the Government should increase, 
whenever and wherever possible, the number of places at which 
the notes are encashable as of right as well as the extra-legal 
facilities for encashment. We think it would be desirable to uni- 
versalise at once the notes of 500 rupees. With the experience so. 
gained it may be found possible to carry universalisation 
still higher. We do not think that the extra cost of remitting 
specie from place to place to provide for the encashment of notes 
would, except at the outset, be appreciable, and we think that, in 
any case, it would be more than counterbalanced by the advantage 
of an increased circulation of the notes as a medium of currency. 

116. In accordance with our general view as to the position of 
gold in the internal currency of India, the gold remaining in the 
Paper Currency Reserve in India will be used for meeting demands 
in India just as at present. The Government will not undertake 
to supply gold in all circumstances, but should be ready in normal 
times to supply gold for internal purposes up to the full extent of 
the resources of the metallic portion of this Reserve. But, as soon 
as an exchange crisis declares itself in the form of an effective 
demand for bills on London at Is. S§ %d. } any gold in the Paper 
Currency Reserve in India should be given out only on such condi- 
tions as "will secure its immediate export. 

117. The amount of gold held at any time on behalf of the Paper 
Currency Reserve in London will be regulated according to the 
conditions of the metallic reserve in India. When rupees are plen- 
tiful and the stock of gold correspondingly small in India, the 
Secretary of State will hold not more than the amount of 5,000, 000Z. 
which we have allowed for as the normal amount of actual gold 
likely to be available in London outside the Gold Standard Reserve 
in support of exchange. In a time of crisis this sum of 5, 000, 000 1. 
should be treated, not as the first line of defence for the exchange,, 
as it has sometimes been called, but as standing behind the Gold 
Standard Reserve, especially the gold portion of it, so far as ex- 
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change is concerned, while serving also the important function of 
acting, together with and in support of the sterling securities in 
the Paper Currency Reserve, as a final resource for securing the 
convertibility of the notes in an internal crisis in India, Any addi- 
tions to the gold held on account of the Paper Currency Reserve in 
London over and above the sum of 5, 000, 0001 . should be regarded 
as temporary only, and used as and when required for the purchase 
of silver for coinage into rupees, the function of such additional 
gold being to maintain the internal currency of India and not to 
support exchange. 

118. The following tables show in parallel columns the position 
of the Gold Standard and Paper Currency Reserves on the 31st 
March 1913 and the position as it would have been on the assump- 
tion that our recommendations had been carried out at that date, 
and will explain at a glance the effect which our recommendations 
would have upon the location and disposition of the Gold Standard 
:and Paper Currency Reserves. 


Gold Standard Reserve at 
31st March 1913. 


Gold Standard Reserve as proposed 
by Commission. 


Sterling : 


Market 

Value. 

£ 


£ 


Securities not due 
for early redump- 
tion . . . 4,956,165 

Securities due for 

early redumption . 10,989,504 

Sums lent out at 

short notice . . 1,005,664 


Total invested . 16,951,333 

Gold deposited at 

Bank of England . 1,620,000 


Total in London . 18,571,333 


Securities not due for 

early redemption (say) . 2,456,165 

Securities due for early 

redemption (say) . . 9,489,504 


Gold 


Total invested 


Grand Total 


. 11,945,669 

. *10,625,664 
. .22,571,338 


Rupees in India : 

Rupees in reserve in 
India, 6 crores, 
equals . . . 4,000,000 


Grand Total . 22,571,333 


Of the gold the greater part would 
at first he held in India, hut would 
be replaced as circumstances permit- 
ted by gold earmarked at the Bank 
of England. 


Gold already held .... 
Gold received for securities transferred 
Gold received for rupees transferred 
Gold realised by calling in short loans 


£ 

1,620,000 

4,000,000 

4,000,000 

1,005,664 


10,625,664 


Paper Currency Reserve at 31st 
March 1913. 


1 42 

Paper Currency Reserve as proposed 
by Commission. 


Crores. 

Crores. 

Jtupees 

Gold in London . 


16-45 

915 


Gold in India 

29-37 

38-52 

Securities at cost : 

In London . 

4-00 


In India 

10-00 

14-00 

Gross circulation. 

... 

§68-97 

Amount of Notgs 
in Reserve 

Treasuries 

* • * 

1268 

Net circulation. 

... 

56-29 


Rupees 

Gold in London 
Gold in India 

Securities at cost : 
lit London 
In India 


Or ores. 

. 9* 15 

. *17-37 


Crores. 

+22*45- 


26-52 


. +10-00 
. 10-00 

20-00 


68-97 


The maximum 
fiduciary por- 
tion being one- 
third of net- 
circulation , = 18'76 
plus Notes in 
Reserve Trea- 
suries . =12*68 

31-44 

And the actual invest- 
ments being . . 20'00 


There was available for tem- 
porary investment or loans . 11'44- 


Total Amount op Gold in London as at 31st March 1913 in Gold Standard- 
and Paper Currency Reserves combined as proposed by Commission. 


£ 

In Gold Standard Reserve (assumed to be all 

in London) . . . . . . 10,625,664 

In Paper Currency Reserve (in London) . . 6,100,000 


Total . 16,725,664 


III. — BALANCES. 

(1) Aggregate Balances. 

119. We have now disposed of the questions of currency which 
we had to consider and pass to the second, or, as it may be called 
to distinguish it from what precedes, the financial branch of our 
inquiry.- This has relation to the moneys of the State, and includes 
the amount and location of the Government balances as well as 1 


+ 6 crores transferred from Gold Standard Reserve. 

§ At this date the gross circulation was exceptionally large. 

Crores. 

* Gold already held in India ...... 29-37 

Deduct — 

Transferred to Gold Standard Reserve in exchange 

for rupees and securities . . . . . 12*00 


1737 
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tlie method by which, their distribution between London and India 
is arranged, that is to say, the system of Council Drafts. 

120. In view of comparisons which are sometimes made between 
the total balances kept by India and by the Government of the Unit- 
ed Kingdom, it is desirable to begin by drawing attention to the 
danger of basing arguments upon any such comparison. The gene- 
ral balances of the Government of India and the India Office 
balances do not correspond in any way to the Exchequer balance at 
the Bank of England as shown in the statement of revenue and 
expenditure published in the ‘ ‘ London Gazette 5 ’ of Tuesday in each 
week. They correspond more closely with the Government deposits 
as shown in the weekly statements of the Bank of England; but 
even here the comparison is inadequate, as the Indian Govern- 
ment’s balances both in India and in London include considerable 
•sums held on behalf of Indian railway companies, sums, belonging 
to local and district boards for which the Government act as ban- 
kers, and many other items, for which no close parallel can be 
found among the items which go to make up the British Govern- 
ment’s deposits at the Bank of England. The Indian total, also, 
includes large sums held as working* balances at the various trea- 
suries and sub-treasuries throughout India and Burma, as well 
as the balances at headquarters in India and in London, whereas, 
except for the small balance kept at the Bank of Ireland, the British 
Government keep practically only one working balance and that 
in one place only, viz., at the Bank of England. Eor all these 
reasons arguments founded on a comparison of the total balances 
-of the two Governments must he used with great caution. 

121. The next step in this part of our inquiry must be to deter- 
mine the amount which it is essential for the Government to hold 
In London and in India respectively. 

122. ~We are advised that the minimum working balance requir- 
-ed in London is normally about 4,000, 000L and looking to the large 
payments that fall due at the beginning of each quarter, we consider 
■that this amount is not excessive. In India the standard balance 
is very much higher. The minimum balance, we have been told, 
with which the Government of India can work their transactions, 
is about 8,000,0002./ this minimum is reached normally in Novem- 
ber or December; and, since between April and the end of the year 
•there is a large net withdrawal from the Government treasuries, 
it is the practice to budget for an opening balance in each financial 
•year of something over 12,OOG,OOOZ. 

123. This estimate of requirements is based on experience, and 
we have no reason to doubt its accuracy. It has naturally not been 
possible fox us to examine in detail the working of the “ Resource 
•Operations ” of the Government of India, that is, the machinery 
•for keeping the various treasuries and sub-treasuries in India in 
funds, nor have we tbe knowledge required for undertaking such an 
examination. It is, however, clearly desirable that any Govern- 
ment should endeavour by all reasonable means to manage their 
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collections of revenue and the amount of tlieir balances from time 
to time in suck a way as to cause as little inconvenience as possible 
to the money market. We therefore call attention to the import- 
ance of a periodic review by the Government of India of the 
amounts so held in order to secure all possible economy of balances- 
and to take advantage of all fresh facilities for remittance which 
the growing development of communications and other modern im- 
provements provide. 

124. We have indicated that the normal figures for the closing 
balance each year are, in London 4,000,000Z. and in India 
12,000, 000Z., making in all about 16,O0O,OOOZ. Compared with these 
normal figures, the actual balances have been in recent years : — 


31st March. 


In London. 

£ 

In India. 

£ 

Aggregate. 

£ 

1908 


4,607,266 

12,851,413 

17,458,679 

1909 


7,983,898 

10,235,483 

18,219,381 

1910 


12,799,094 

12,295,428 

25,074,522 

1911 


. 16,696,990 

13,566,922 

30,263,912 

1912 


. 18,390,013 

12,279,689 

19,293,131 

30,669,702 

1913 


8,788,970 

28,077,101 


125. The great excesses shown by these figures have naturally 
attracted attention, and in particular the very large balances which 
have been held in London have been the subject of much adverse- 
comment. It will be clear, however, that the primary factor has 
been an excess in the aggregate of the Government moneys, which 
alone made it possible for the London balance to be so much above 
the normal. It is this factor, accordingly, that we propose first to 
examine, and we shall then proceed to deal with the distribution 
of the aggregate, and the location of a great part of it in London. 

126. The first point to be noted is that the great rise in the 
balance as a whole has not been in accordance with the anticipar 
tions of the Government ; on the contrary, each budget has provided 
for a reduction of balances to a figure not far removed from the 
normal, and each year the intentions of the budget have been defeat- 
ed by an improvement in revenue or by a falling ofi in expenditure 
which were not foreseen at the time of its preparation. It would 
seem, therefore, that primarily the question is one of estimating, 
and we cannot but feel that in preparing their estimates of revenue 
the Government of India have erred on the side of caution. We 
are Convinced, however, that, in the peculiar circumstances of India,, 
this is an error on the right side, and that the consequences of too 
sanguine a forecast, perhaps committing the Government to prema- 
ture expenditure beyond their real resources, and involving at any 
time the risk of a deficit, are much more serious than those which 
can arise from the occurrence of large surpluses. In the circumstan- 
ces of such a country as India it is not safe to spend up to the 
hilt during a period of prosperity ; there is everything to be said 
for a general policy of caution which utilises the increased resources 
of such a period of strengthen the financial position against the 
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recurrence of bad seasons, and it is certain that the adoption of 
this, policy in recent years bas done mucb to secure Indian finance- 
against vicissitudes in tbe immediate future. It is to be remem- 
bered also tbat in recent years tbe position of tbe opium trade, wbicb 
bitberto bas contributed largely to tbe Indian revenues, bas been 
altogether exceptional. So uncertain in fact have been tbe pros- 
pects tbat recently tbe Government of India bave deliberately esti- 
mated tbe receipts under tbis bead at tbe figure which they were- 
likely to reach under tbe least favourable circumstances, while 
specifically hypothecating in advance any surplus tbat might accrue 
over that figure to certain particular kinds of expenditure. 

127. A further cause of tbe large figures reached by the aggre- 
gate balances has been tbe failure to spend up to the amount esti- 
mated on capital account. Tbis feature is particularly noticeable 
in the year 1910-1, when over 3,OOQ,OOOZ. out of a total estimated 
outlay of 6,5O0,000Z. in India remained unspent at tbe end of the- 
year, and over 1,000,000Z. was similarly left unspent in London out 
of a total of 6,250,OOOZ. Much of tbe underspending is attributable 
to the Indian railway companies rather than to the Government 
authorities in London and India. Several witnesses have drawn 
attention to the general question of Indian railway finance, and have- 
urged the importance of a settled programme of railway develop- 
ment, providing for three or four years in advance. Tbe adoption 
of such a plan, if properly followed up in other respects, should un- 
doubtedly reduce the underspending, but except in tbis connection 
tbis subject bas appeared to us to fall outside the scope of our 
reference. "Whatever tbe ultimate reason for this underspending 
may be, it is an important contributory cause to the size of tbe 
balance, because the probability of underspendings only becomes 
known late in the financial year, whereas tbe borrowings of tbe 
India Office to meet such expenditure have usually taken place some 
time earlier. 

128. In the circumstances of the case we recognise tbat cautious 
estimating was in the main justifiable, though it was carried rather 
further than •was necessary. Even under normal conditions we 
have been much impressed by the difficulties of preparing a budget 
in India. The revenues of India, whether shown under railways- 
or customs or directly under tbe head of land revenue, fluctuate to 
an extraordinary extent with tbe success or failure of the agricul- 
tural operations of each year, and these again depend predomi- 
nantly on the south-west monsoon which spreads over the Indian 
continent and Burma in the months of June to October. TJnder 
present arrangements tbe Indian budget is presented before the end 
of March, and the Finance Minister accordingly has to prepare his 
estimates in ignorance of the most important factor on which the 
results of the "year will depend. The late Finance Member of the 
"Viceroy’s Council, indeed, has described the framing of a budget as- 
a gamble in rain. "We would observe, however, that the description 
applies only because the budget is taken before the monsoon. It is- 
clear in fact tbat from tbe financial point of view tbe present date is 
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•almost the most inconvenient possible for the budget, and the sug- 
gestion has therefore been made that the date of the beginning of 
the financial year should be altered from the 1st April to the 
1st November or 1st January. There may be administrative diffi- 
culties in carrying this suggestion into effect, but, financially, it 
would be a great improvement. Criticism directed against the 
inaccuracy of Indian budgetting is not effectively answered by a 
reference to the difficulties which arise under present conditions. 
It has to be shown further that these difficulties cannot be removed 
by a change of date without incurring graver disadvantages, and we 
commend the question to the consideration of the Government. 

129. When the excess of the aggregate balances is mentioned, 
however, the criticism which we have elicited from witnesses has 
been directed, not so much against the inaccuracy of recent budget 
estimates, as against the continuance of taxation which, it is 
alleged, was in fact unnecessary. With this second criticism we 
have in the circumstances no sympathy. If the budget anticipa- 
tions had been more in accordance with results, it is true that they 
would have shown much larger surpluses, and they might have 
suggested the possibility of a reduction of taxation. But there are 
peculiarly strong reasons in India against temporary alterations 
in the scale of taxation, and it is clear that the finances of the 
country were faced in the near future by two circumstances, first 
the disappearance of the opium revenue, and second the inception of 
a large programme of new expenditure particularly on education 
and sanitation, which made it extremely improbable that a reduc- 
tion of taxation, if sanctioned, could be maintained for any length 
cf time. In the circumstances it was clearly better to follow the 
policy which was in fact adopted of making use of the additional 
resources provided by a period of prosperity, not for the reduction 
of taxation, but for the general strengthening of the financial 
position. 

(2) Location of Balances . 

130. We now pass to the question of the location of balances, 
a. subject which has aroused much criticism. Government money, 
it is said, has been moved unnecessarily from India where it would 
have assisted business, and the London money market has had an 
accession to its resources at the expense of the country to which the 
money primarily belonged. To the extent of the normal working 
balances the location of Government funds has already been deter- 
mined, and it is only the excess over these amounts which has now 
to be considered. With regard to this excess there are two prin- 
ciples to be observed. The first is that it is undesirable financially 
that a Government should borrow with one hand and lend with 
another; so that the first object to which any surplus should be 
applied is the reduction or avoidance of debt. The second principle 
is concerned with the relations of Government to the trader and the 
general taxpayer. It is implicit in the criticisms we have noticed 
that it was the duty of Government to help trade in India, but it 



is not clear whether in the opinion of the critics this should have 
been done even if it resulted in a loss of revenue in the shape of in- 
terest or in some other form detrimental to the general welfare re- 
presented by Government. On this point there can be no doubt that 
it is the general welfare that has to be preferred. It may be admit- 
ted that the Government shoud in money matters adapt themselves 
as far as possible to the requirements of trade, but they must clearly 
subordinate the interests of particular classes to the welfare and 
security of the whole. 

131- We will endeavour to apply these principles to the recent 
conditions of India. If there is a debt outstanding which can be 
paid off, London is the place where a surplus balance should 
be located. The same considerations apply if avoidance be 
substituted for reduction of debt. As far as the ultimate object 
is concerned, therefore, to which a surplus balance should he ap- 
plied, we hold that it must come to London. So far, we under- 
stand, the critics of Government would agree, but they add that 
the balances were transferred to London prematurely and in ad- 
vance of requirements. Granting then that the final application 
of surplus balances was satisfactory, the question which arises is 
one of their intermediate investment. This, on the second principle 
indicated by us, would appear to depend primarily upon the re- 
lative sec ur ity and rate of interest obtainable in India and in Lon- 
don respectively; in other words, if the security were as good and 
the rate were as high in India, the Government would be well ad- 
vised to keep tbeir surplus money there; but, if the security were 
better or there were a prospect of earning more in the London 
money market, they should transfer their funds to this country . 

132. In the circumstances of India, however, these are not the 
only factors to be considered. The surplus balances now under 
consideration naturally arise in periods of prosperity, when not 
o nly the revenues of the Government but the claims of India 
agai ns t other countries are expanding, and exchange is high. It 
is natural that the Government should take advantage of these 
conditions to transfer their money to London at a favourable rate 
of exchange, and the possibility of a loss in exchange if they defer 
action has always to be set against any advantage they may gam 
m eanwhile by lending out their money in India at a higher rate 
of interest. ‘Whether, therefore, we are considering the final or 
the intermediate employment of any surplus balance, it will oe 
seen that strong Teasons exist for transferring it to England. 

133. We find no fault, therefore, with the course, taken by 
Government in recent years, for, under the conditions hitherto 
laid down for loans in India, there was no effective demand for 
such loans and no use for the money in that country. If, how- 
ever the recommendations which we make as regards loans in 
India be approved, there will be new opportunities for the tern- 
por&rv use of a portion of this money in India, and the occasions, 
though not the extent* of transfer may have to be revised accord- 
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(3) Indian Balances. 


134. We now proceed to an examination of the balances held 
.'in India. The balances of the Government of India in India are 
divided between the district 'treasuries and sub-treasuries, the 
branches of the Presidency banks, the head offices of those banks at 
^Calcutta, Bombay, and Madras, and the Reserve Treasuries at these 
three places. The following figures showing the distribution on 
the 31st March 1912 illustrate the normal position of these balances 
.at the close of the financial year : — 


In 270 district treasuries (including some 1,500 
sub-treasuries) ...... 

In 36 branches of the Presidency banks . 

At the three head offices of the Presidency 
banks ........ 

At the three ^Reserve Treasuries 


£ 

5,790,700 

1.580.500 

1.402.500 
3,506,000 


Total 


12,279,700 


135. Certain fixed minimum sums are kept at the head offices 
•of the Presidency banks under agreement with the Government, 
.viz. : — 


£ 

At the Calcutta office of the Bank of Bengal . 233,300 

At the Bombay office of the Bank of Bombay . 133,300 

At the Madras office of the Bank of Madras . 120,000 

486,600 


These minima may be regarded as (speaking generally) part of 
the remuneration to the banks for work done for Government and 
•compensation for the loss in 1862 of the privilege of issuing notes. 
In practice the Government of India keep considerably larger sums 
at these head offices, viz. : — 

At Calcutta, 467,0007. to 533,OOOZ. 

At Bombay, 367,OOOZ. to 333,0007. 

At Madras, a little over 133,0007. 

136. Branches of the Presidency banks are regularly used for 
-the keeping of the Treasury balances in the comparatively few 
places where such branches exist, and the Government have made 
a practice of late years of offering to guarantee a fixed minimum 
balance for a period of five years as an inducement to the banks to 
■open new branches and take over the district treasuries in the 
places where such branches are opened. But, except in places 
where such a guarantee is in operation. Government balances at 
the branches of the banks seldom exceed immediate requirements 
to any considerable extent, the Government’s policv being, as a 
general rule, to draw any surplus balances to certain centrally 
•situated treasuries and finally to the Reserve Treasuries. The 
balances at the head offices of the Presidency banks are not allow- 
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-©d. to exceed .certain fairly well-defined max im a, except tempor- 
arily and for special reasons. Thus, in practice, whatever surplus 
Government balances there may be in India at any time tend to be 
accumulated in. tbe Reserve Treasuries. 

137. Tbe independent Treasury system is not an. ideal one, and 
•compares unfavourably with tbe practice prevailing in tbe United 
Kingdom and in most otber countries of keeping Government 
balances at a bank. In tbe United Kingdom, as in India, a con- 
siderable proportion of tbe total revenue is collected in tbe first 
four months of tbe calendar year. Tbe beavy collections of re- 
venue wbieb tben take place undoubtedly bave a considerable effect 
•on tbe money market, but tbe trouble is minimised in two ways, 
first because the money collected is immediately deposited at tbe 
Bank of England, wbere it is availalbe for financing tbe commerce 
of tbe country; and, second, by tbe device of Treasury bills for 
•supply and ways and means, ways and means advances and defi- 
ciency advances, wbieb enable tbe Government to tide over tbe 
lean period of tbe year by borrowing from tbe market sums wbieb 
they repay as revenue accrues later on, tbus maintaining some 
sort of equilibrium in tbe demands of tbe Exchequer upon tbe casb 
supplies of the nation. This is a device not practicable in India, 
where tbe resources of tbe money market are as yet too limited 
•to enable tbe Government to rely on financing themselves through 
the lean months by borrowing. In India, therefore, tbe minimum 
balance of tbe Government must be sufficient for their wants and 
•the money collected as revenue is necessarily under present condi- 
tions taken off tbe market and immobilised in tbe Reserve 
Treasuries. 

138. Tbe disadvantages of tbe system are accentuated by tbe 
-special conditions of India, wbere business is subject to a seasonal 
tide of strongly marked character . That business it will be re- 
membered is predominantly agricultural, and all tbe principal 
crops, whether jute or rice, cotton or wheat, or oil seeds are 
marketed in tbe autumn and winter. Tbus every year there is a 
busy season with active trade and great demand for money, and 
a slack season when money frequently cannot be lent. Something 
-of the same sort occurs also in the affairs of Government; and far 
more than tbe proportionate amount of tbe revenue is collected in 
the first few months of each calendar year. W e bave noted that 
tbe minimum balance is reached in November or December. Erom 
that, coint the balance begins again to rise, and by tbe end of 
March is normally 4,000,0002. higher than in December. This 
season of maximum collection of revenue coincides with the season 
of busiest trade, and tbus it happens that, at tbe time when the 
market stands most in need of funds, tbe Government are taking 
off tbe market a sum of 6 or 7 crores not for tbe sake of immediate 
requirements but in order to meet disbursements during tbe slack 
•season of tbe summer and autumn. 

139. Tbe fignres of tbe closing balances in India on tbe 31st 
Ttf ftyob 1913 are instructive in this connection. Instead of the 
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normal balance of about 12, 000, OOOZ. tbe total balance 
19,268, 200Z., which was distributed as follows: — 


In 270 'district treasuries . 

In 35 branches of Presidency banks . 
In 3 head offices of Presidency banks . ' 
In 3 Reserve Treasuries . . 


£ 

6,590,500 

2,198,300 

1,595,600 

8,908,700 


was- 


19,293,100 


Close on 9,000, 000Z. was tbus locked up from tbe market in ther 
Reserve Treasuries as compared witb about 3,500, OOOZ. a year 
before, while only 3,752,100Z. out of the total of 19,268, 200Z. was 
placed with the banks. Only a comparatively small portion of 
the 2,198, 300Z. deposited at branches of the banks can be regarded 
as readily available in the money market, but as this money would 
for the most part necessarily be located in much the same places 
under any system, it may be counted as being at any rate more 
available for trade than if it had been in district treasuries. The- 
causes which led to this state of things on the 31st March 1913 
were mainly a sudden slackening off in the demand for Council 
drafts, unaccompanied by any noticeable slackening of internal 
trade in India, and a record surplus of revenue over expenditure- 
If appears to us that a system which leads in certain circumstances 
to the locking up of nearly 9, 000, OOOZ. during the busiest period 
of the commercial year, and 5, 400, 000Z. more than under the- 
same system was similarly locked up in the previous year, requires 1 - 
very strong justification. 

140. We have said that Government cannot sacr ifice the inter- 
ests of the general taxpayer to the interests of trade. Neverthe- 
less, we should be the first to recognise the immense importance of 
trade to the prosperity of the country and the revenues of Govern- 
ment. The principles now observed result in loans being granted 
from Government balances only in exceptional circumstances, and 
while there is a provision that Presidency banks may retain on 
payment of interest sums in excess of those which it is the practice 
to leave with them, this provision appears to have had little publi- 
city and has not been acted upon. In effect we may say that the 
assistance rendered by Government to trade has so far been con- 
fined to the amount left at the headquarters of the Presidency 
banks. 

141. At the same time there are those who hold that the dis- 
advantages of the Indian system have been exaggerated. Two- 

. points must here be noted. 

142. In the first place the view has been expressed that the- 
bank rates ruling in India are not after all excessive. During the 
busy season these rates generally rise as high as 8 per cent., and 
in some years they have remained at that figure for a consider- 
able, time. Occasionally they have risen even higher. But this 
does not mean that the average bank rate in India is high. Oir 
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•the contrary, it is possible for firms and individuals who can offer 
good security to borrow money all the year round at an average 
rate of interest very little, if at all, higher than would be charged 
for similar accommodation in the United Kingdom. In these cir- 
-cumstances it is argued that there is no real ground for complaint 
and that trade can easily afford the higher rates of the busy season. 

143. This view was expressed to us by several witnesses, in- 
cluding the representatives of the Exchange banks, but it was not 
generally shared by other witnesses. There is much to be said for 
the complete neutrality of Government in such matters, but com- 
plete neutrality, by which we mean the absence of influence one 
way or the other on the rates for money, is not practicable in India 
in present circumstances. The action of Government undoubted- 
ly helps to create the annual stringency, and there is therefore at 
least a prima, facie case for such counteraction as is possible to re- 
lieve it. 

144. Second, it is said that the stringency in the Indian money 
market, so far as it is caused by the withdrawal of money by Gov- 
ernment, is relieved by the sale of Council drafts, which again 
place the surplus held by Government at the disposal of trade. This 
as largely true, but it omits some factors of considerable import- 
.anee. The demand for money arises in the first place from the 
necessity of financing the movement of crops up country, but 
Council drafts are taken only when the produce is ready for ex- 
port; there is thus an important period during which the needs of 
■the market are not met by this means. It is obvious also that the 
sales of Council drafts are affected by circumstances quite inde- 
pendent of the Indian money market ; a high bank rate in London, 
for instance, or the holding back of produce in India for higher 
prices, may result in the demand for Council drafts being slack in 
the busy season, while revenue collections are as heavy as ever. In 
this case the money so collected accumulates in the Reserve Trea- 
suries and remains locked up there. As an illustration of this 
effect we may point to the experience of last cold weather, to which 
we have already alluded, when there was a marked falling off in 
the sales of Council drafts, with the result that enormous sums 
accumulated in the Indian balances and at the same time the bank 
rate was high in all three Presidencies. Finally, even when 
■Council drafts are being freely sold, a temporary surplus, as we 
have observed, is left in India during the closing months of the 
financial year which is not immediately required for Government 
purposes; and as far as this temporary surplus, at any rate, is 
concerned, the argument that the sale of Council drafts relieves 
the stringency caused by the action of Government has no rele- 
vancy. 

145. "We arrive, therefore, at the conclusion that the present 
methods of dealing with balances are open to criticism, and we pro- 
ceed to consider what remedies can be suggested for the evil of 
-which complaint is made. For. the purposes of this inquiry it 
vseems desirable to review the discussions which in the past have 
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centered round the utilisation of the balances in India. From 1863*’ 
to 1876, the whole of the Government balances at headquarters were 
handed over to the Presidency banks. On one or two occasions, 
however, the Government were not able to obtain on demand the 
free use of the balance's deposited with the banks, and the difficul- 
ties which they experienced led in 1876 to the establishment of 
the Reserve Treasuries. It was felt that a Government exposed: 
in a peculiar degree, as the Government of India undoubtedly are, 
to sudden demands and unforeseen contingencies could not afBord- 
to lose control of their balances, and in addition it was urged that 
the system which was about to be superseded was wrong in prin- 
ciple. “ Capital supplied by Government,” observed the Secre- 
tary of State, “ and not representing the savings of the community 

is a reserve on whose permanence no reliance can be placed a 

political exigency withdraws the adventitious resource, and the 
commerce which trusted to it finds itself pledged beyond what its- 
own resources can make good.” 

146. On the other hand, it must be mentioned that, in the- 
correspondence which led to the establishment of Reserve Trea- 
suries, the same authority said that it would be open to the Fin- 
ance Department in India either to retain the reserve in the 
Treasury or lend it out for short terms on suitable conditions as- 
to interest and security. The question of Reserve Treasuries and 
of loans from Government balances has been a subject of discus- 
sion from time to time ever since. In 1888, the Bombay Chamber 
of Commerce raised definitely the question of loans by Government 
in the busy season, pointing out that the Treasury balances are 
at a maximum at precisely the period of greatest demand for funds. 
The Government, however, held to the position which they had 
taken up in 1876; they referred to a paper by Sir James "Westland, 
to show that their balances were not excessive and that the method 
of dealing with them was sound; trade, they thought, should de- 
pend on its own resources and systematic advances by Government 
in the busy season would tend to reduce the working balances of 
the country to an unsafe minimum with consequent risk of panic,, 
to guard against which was an important object of the Reserve 
Treasuries. If advances were made below the published rate, they 
added, it would be difficult to confine the privilege of obtaining 
Government money to the Presidency banks; these Banks would be- 
tempted to speculative operations with State resources, allowing 
their own resources to fall below the limit of safety. The conclu- 
sion of Government, therefore, was that they should confine any 
assistance from the Treasury to loans through Presidency banks 
at the published rate of interest in relief of temporary stringency. 

147. In 1898 the Bengal Chamber of Commerce renewed the 
proposal, pointing out that the question was not one of wholesale 
surrender of Treasury funds to the Presidency banks, but the dis- 
cretionary disposal of them in periods of stringency. On this 
occasion the proposal had better success with the Government of 
India, for after some hesitation they proposed to the Secretary of- 
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State that it should he recognised as part of the ordinary business 
of management of the Treasury balances to lend money to the Presi- 
dency banks at 1 per cent, less than the declared minimum rate of 
interest during the months of January to May of each year. The 
Secretary of State, however, was unable to accept the recommenda- 
tion of the Government of India. The effect, he thought, would 
be to interfere with the remittance to England at a favourable 
rate of exchange of the amount necessary for the discharge of the 
sterling obligations of Government — a point on which we have al- 
ready touched and to which we shall return. Any general under- 
standing of the kind proposed he added would induce trade to lean 
even more than it had done in the past on the assistance of 
Government instead of taking steps to enlarge the amount of loan- 
able capital in the country. The grant of loans in India according- 
ly was made subject to the retention by Government of an amount 
sufficient to meet not only their disbursements in India but the 
probable amount of remittances to England. On this condition 
loans were permitted, but the Secretary of State thought that they 
should not as a rule be made below bank rate, and this rule in fact 
has been followed ever since by the Government of India. Our 
opinion on the various points raised in this correspondence n ill 
appear from what follows. 

148. The most obvious solution of the problem would be to close 
the Reserve Treasuries and to place the whole of the Government 
balances in Calcutta, Bombay and Madras, with the head offices 
of the Presidency banks there, or, if the Government attach great 
importance to having a reserve immediately under their control, it 
might seem enough to fix a maximum total, (say) 1,000,000?. or 
2,000,000?., to the amount to be held in the Reserve Treasuries, 
and to place the remainder with the banks. The banks would 
naturally be called upon to make a suitable payment to Govern- 
ment for such additional privileges. 

Such a change would involve a reversal of the action taken in 
opening the Reserve Treasuries in 1876 and the following years. 
It does not, however, necessarily follow that the action then taken 
was injudicious. The Presidency banks have enormously expand- 
ed their business in the interval, and the proportion of Government 
deposits to private deposits would be very much smaller now than 
in 1876. 

149. It remains true, however, that if this solution were adopt- 
ed the proportion of the Government deposits to those of other 
customers would still be much larger than is usual in the case of 
any European Government, and there is certainly danger in allow- 
ing the somewhat restricted money market in India to rely too 
much on the use of Government funds. Moreover other difficulties 
would arise : for the Treasury balances and the Paper Currency 
Chests are closely inter-connected in the resource operations of 
Government throughout India ; and there are some important 
questions as to the provision of funds in India for meeting Council 
drafts also to be considered in this connection. 
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150. Tlie alternative to tlie closing of the ^Reserve Treasuries 
is that Government should make loans from, their balances. This 
is the course which we recommend on the understanding that the 
amount of the loans is within the absolute discretion of Government, 
and that they are made only on good security and* for short 
periods. At the end, however, of a discussibn which has lasted for 
more than 80 years, the Government are not in the possession of 
any effective system of making such loans and the question is clear- 
ly one which deserves the most careful consideration. 

151. It appears to us that this proposal has been prejudiced in 
the past by a failure to distinguish it from other proposals which 
we do not favour. This is clear from the correspondence of which 
we have given a resume. The general argument which Lord Salis- 
bury, as Secretary of State, used in his despatch of 6th May 1875 
(Appendix II., page 32), against the use of Government funds as 
permanent capital, was relevant and effective against the system 
which till then w r as in force, of making over the central balances 
permanently to the Presidency banks, but it was employed at a 

ater date by the Government of India as a reply to a suggestion 
!or temporary loans during the busy season. Similarly in dealing 
with the same proposal when made by the Bengal Chamber of 
Commerce in 1898, Sir James "Westland went back to the radical 
differences between English and Indian conditions which justify 
the Government of the United Kingdom in keeping their balances 
with the Bank of England, but make it unsafe for the Government 
of India to keep all their money with the Presidency banks, and he 
again suggested that the proper cure for stringency during the 
busy season in the Indian money market was the increase of bank- 
ing capital. These considerations do not apply to the scheme which 
we are not contemplating. 

152. The arguments -which are still urged against the grant of 
loans in India are put forward partly in the interests of Govern- 
ment and partly in the interests of trade. The maiii arguments 
which are based on the interests of Government are two in number 
In the first place it is said that the contingencies and sudden 
demands to which the Government of India are subject are so 
numerous that they cannot safely make loans out of their balances. 
It is true that the circumstances of the Government of India are 
such as to require a policy of great caution in financial adminis- 
tration. 'But the loans which we contemplate will not deprive the 
Government of the use of any portion of their balances for more 
than a short period, and they will be made only in the discretion 
of Government, and we cannot agree that the argument applies to 
loans of this kind. 

153. Again, it has been urged that the policy of granting loans 
in India may interfere with the remittance of Government funds 
to England at the most favourable rate. To this argument it 
might be sufficient to reply that it is clearly not applicable in all 
circumstances ; we need only refer once more to the conditions of 
the cold weather of 1912-13, when the demand for Council drafts 
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was smaller than usual and it is clear that the question of exchange 
did not enter into the problem of disposing of the Indian balances. 
For such cases it seems essential that the Government should retain 
discretion to grant loans. 

154. But we would go further, and suggest that even under 

normal conditions the problem of exchange may not present such 
difficulties as are sometimes anticipated. What is in the minds of 
those who urge this objection is that the grant of loans from the 
Indian balances will reduce the demands for Council drafts in the 
busy • season when exchange is at its highest, and that, consequent- 
ly there will be a loss when the Secretary of State finds that he has 
to draw money to Bondon at a less favourable season. It appears 
to us, however, that the effect of such loans .cannot be to reduce the 
aggregate amount of Council drafts sold ; at the most, it can. result 
only in a shifting of the sales from one part of the year to another,, 
and it is not clear that, if the exchange in consequence falls at 
one time, it will not be correspondingly improved at the other. 
To a certain extent, the number of bills might increase at the ex- 
pense of telegraphic transfers, since the first are used more largely 
in the slack, and the second in the busy season; but against any 
slight loss caused in this way would have to be set the interest: 
earned in the meantime on the Indian loans. The last Financial! 
Statement of the Government of India noticed the tendency shown, 
in recent years for the busy season to encroach on the slack, and 
this tendency would probably be strengthened by any reduction 
in the price of money in India during the months of heaviest de- 
mands. On this point, however, we have no wish to dogmatise, 
and we content ourselves with saying that, in our judgment, there 
is nothing in the exchange question which would justify the 
Government in a general policy of refusing loans in alL 
circumstances. .. 

155. On the other hand, there are two distinct advantages which, 
the Government forego when they refrain from making loans. 
The first is the interest which would be earned on any surplus 
balance which may be held in India in excess of immediate require- 
ments. The second is concerned with the permanent loans which 
Government raise yearly in the Indian market, with which we. 
deal later. 

156. The argument against the grant of loans in India which is 
based on the interests of trade is that the Treasury balances of the 
Government are a very uncertain quantity, that consequently the 
assistance rendered to trade by loans from these balances would be 
spasmodic, and that inconvenience or worse might result if on 
occasion it were necessary for Government to refuse the assistance: 
to which trade had become accustomed. If it is sought, however,, 
to apply this argument to temporary loans during the busy season, 
we. are not impressed with its cogency. When that season of the 
year is reached, the results of the monsoon have been established 
and the Government can calculate the financial prospects for the 
next few months with considerable accuracy. Nor is it to be sup- 
posed that the continuance of the same amount of assistance year 
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after year would be taken for granted. The progress of the revenue 
and expenditure of the Government is well known to the public; 
the banks themselves could generally forecast whether the Govern- 
ment were likely to be in funds. The outlook would be discussed 
from time to time by them with the Government, and they would 
not base their arrangements on the assumption that they would 
receive a loan without some assurance that the money would be 
available. The unexpected indeed may always intervene and the 
derangement of plans in that case would certainly prove incon- 
venient both to the Government and to the commercial world; but 
it does not appear to us reasonable that the fear of such a contin- 
gency should deprive the market year after year of the surplus 
funds of Government. 

157. It was, however, in view of this objection that several wit- 
nesses made proposals for loans from the Paper Currency Reserve 
as a preferable alternative to loans from balances, on the ground 
that loans could be made with safety from that Reserve at times 
when the Government happened not to have surplus balances in 
India. There is a very close connection between the two alter- 
natives, because the greater part of the amounts locked up in the 
Reserve Treasuries usually consists of Government notes. The 
figures for the 31st March 1912 and 1913 respectively were: — 

Amount in Reserve 
Treasuries. 

£ £ 

1912 — 3,506,000 . . . (5-18 erores) 3,453,000 

1913 — 8,908,000 .... (12*68 crares) 8,453,000 

Thus, 5 , 000 , 0001 . out of the extra 5,402,000L located in the 
Reserve Treasuries on 31st March 1913, as compared with 31st 
March 1912, consisted of notes. As the fiduciary portion of the 
Paper Currency Reserve has hitherto been a fixed amount, the re- 
sult of accumulation of a surplus balance in India has been to lock 
up an approximately equal amount of metallic currency in the 
Paper Currency Reserve. 

158. It would accordingly make no practical difference to the 
Indian money market whether loans were made from the balances 
■or from the Paper Currency Reserve, if the amounts lent were the 
same; and provided that due precautions are taken we think that 
both sources may be used for the purpose of loans. We therefore 
recommend that the Government should declare their willingness 
to grant loans from balances in India when it is in their power and 
interest to do so. We proceed to define the conditions and terms 
under which we think loans might be given. 

159. There are three different ways in which the grant of a loan 
may become possible. In the first place, as already pointed out, 
the Government in the ordinary course hold an unemployed 
balance in India, namely, the difference between the true minimum 
working balance of November or December and the figure to which 
the balance is raised by the additions made to it from then on- 


Amount 
of Notes. 
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wards during the busiest months of the year, and there is no reason 
why normally some or all of this surplus, according to the circums- 
tances of the time, should not be placed at the disposal of trade. 
Second, it may happen, as in the early months of 1913, that the 
Government of India’s balances expand far beyond their usual 
d im ensions ; and here again it seems of distinct advantage to the 
parties concerned that Government should lend as much as they 
prudently ruay and as much as the commercial community can 
utilise, finally, while recognising that the first duty of the 
Government is to secure the transmission of the necessary funds to 
London on favourable terms, we think that in some circumstances 
the Government might fairly consider whether some portion of the 
funds, which must ultimately be so transmitted, might not, with- 
out loss or inconvenience, be retained for a time in India. 

160. We fully admit that at this point various considerations 
come into play. There is the question for instance to which we 
have already referred of the rate of exchange, and of the possibility 
that, if full use is not made of the earliest opportunities for remit- 
tance, difficulty may be subsequently experienced in transferring 
to London the money ultimately required there. It must further 
be remembered that the undertaking of the Secretary of State to 
sell Council bills without limit at Is. 4^d. per rupee is of material 
importance in this connection. Then again there is the question 
of the comparison between the rates of interest obtainable in 
England and in India respectively, and of the amount which, can 
be safely placed in the one country or the other. 


161. But it does not seem to us that the various factors which 
have to be considered have in the past been fairly set against one 
another. Indeed a division of business between the Home and 


Indian authorities has been adopted which seems to us anomalous. 
The management of the balances in India, it is said, rests with the 
Government of India. On the other hand, the administration of 
Council drafts is recognised to rest with the Secretary of State. But 


it does not seem to have been clearly grasped that the two are inter- 
dependent. We have been told that the policy adopted with res 
pect to Council drafts has in fact been to sell freely so long as there 
was a demand and so long as there were balances sufficient to meet 
them. In other words, it has been assumed that the proper place 
for any surplus balances is London. In the great majority of cases 
this may have been true, but no such general assumption can pro- 
perly be made when the circumstances are constantly varying. The 
location of any surplus balances should be determined on a consi- 
deration of all the factors. It should be determined further in con- 


sultation between the Home and the Indian authorities, and the 
possibility of the grant of loans to the Indian market should always 
be considered. 


162. The bulk of the evidence offered to us on the subject of 
these loans has been directed to such questions as* to what authori- 
ties should advances be made, what amounts ought to be granted ox 
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will be sufficient to prevent stringency and on what terms . should 
they be allowed. With these questions we can deal quite briefly. 

163. We think that in the first instance at any rate loans should 
be confined to the Presidency banks. As occupying a special place 
in relation to the Government, they are the natural recipients of 
:such loans, and we have no doubt that through them any benefit in 
-easier rates that may accrue will find its way to the other users of 
money. We observe that the representatives of the Exchange banks 
-agree with this view. All such loans should be secured by the de- 
posit of securities of the Government of India or Port Trust Stocks 
or similar securities. 

164. As regards terms it is clear that, if the obj [ects which we 
bave in view are to be achieved, the present conditions cannot be 
maintained. In the great majority of cases loans will be possible 
only when there is a strong demand for money, but we see no 
reason why the discretion of Government should be limited and 
loans allowed only in periods of stringency. In any case it seems 
undesirable to fetter the discretion of Government by making it a 
condition that no loans are to be granted until the bank rate has 
xeached a particular point. Our attitude is much the same to the 
proposals frequently made, that loans when granted should be at a 
prescribed level, whether 1 per cent, or 2 per cent, below bank rate. 
We think the Government should enter into negotiations with the 
Presidency banks and lend to them if the terms offered are 
satisfactory. 

165. The question how much may be needed to relieve stringency 
■can only be solved by experience. The amount of the loans will be 
in any case what the Government, with due regard to all the cir- 
cumstances of the time, can afford to make and the market can 
utilise. We do not conceal from ourselves that our general recom- 
mendations on this subject involve a considerable departure from 
previous practice, and may have far-reaching consequences. We 
advise therefore that in carrying out our proposals the Government 
-should proceed with caution. It is desirable that the change from 
the old to the new should be gradual and that its effects should be 
carefully watched. The first steps must be tentative, and in the 
early stages the Government of India should keep their advances 
within easily manageable limits. 

166. The ultimate effect of these loans upon the Indian money 
market will be somewhat similar to that which is produced in the 
United Kingdom by the system of temporary borrowings by Gov- 
ernment during the summer and autumn, which are repaid to the 
market when revenue comes in during the winter. But there is an 
important difference between Indian and British conditions in this 
respect owing to the fact that the Government of India are constant 
borrowers, both in London and in India, for permanent capital ex- 
penditure on the development of India’s natural resources. The 
Indian Government regularly go into the money market in India 
during the summer for a loan in the form of rupee paper. In 
accordance with the recommendation of the Committee of 1898 
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(para. 70), that the India Government should restrict the growth 
of their gold obligations, and in view of the well-known advantages 
of internal over external debt, it has been the recognised policy of 
the Government to raise in India as large a part as possible of the 
sums which they require to borrow each year. 

s * 

167. We have had some evidence, however, to the effect that 
of recent years the Government’s estimates of the amount that could 
be raised by loans in India have been unduly cautious. The late 
Finance Member of the Viceroy’s Council himself stated in evidence 
that he had deliberately pursued a cautious policy in this matter. 
We think that the criticism that undue caution has been used 
is justified, though the amount involved may not have been very 
large. It is supported by the facts that at the moment the Gov- 
ernment pay less for their borrowings in India than for what they 
raise in London, and that besides taking up the new issues of rupee 
paper India has in the last ten years been buying some of the hold- 
ings of this security in the United Kingdom. 

168. In any case those who are qualified to speak on behalf of 
the Indian banking community are all agreed in stating that larger 
loans could be issued each summer in India, if some means were 
available for counteracting the stringency that recurs annually in 
the winter and early spring. The practice of making loans from 
the Paper Currency Reserve and from balances will certainly assist 
the Government in increasing their annual rupee loans in the sum- 
mer. The banks would probably be glad to keep larger holdings of 
Government stocks, if by so doing they did not run the risk of 
having insufficient,, liquid resources in the busy season. For the last 
two years the rupee loan issued in India has amounted to three 
crores or 2,000,0002. If the Government could count on raising 
larger sums each summer in permanent loans it should be possible 
for them to reduce to an equivalent extent their estimate of 
12,000,0002. as the amount of the closing balance required on the 
31st March to tide over their summer and autumn requirements. 
As their capital outlay occurs mainly in the United Kingdom, they 
will thus be able to release, in payment for Council drafts, some 
part of the amounts now locked up in the Reserve Treasuries during 
the busy season. 

169 . We call attention at this point to the evidence given by 
some witnesses to the effect that the requirements of the Govern- 
ment of India as regards the endorsements upon the rupee paper 
and the general form of this security militate against its popularity, 
particularly among small investors in India. Any reforms which 
will induce Indians to invest their savings rather than hoard them 
in metallic form are greatly to be encouraged. We therefore re- 
commend to the attention of the Government of India the questions 
of the desirability of some relaxation of the present regulations in 
regard to rupee paper and of creating new forms of securities, such 
as Treasury bills, short term bonds, or stock redeemable within a 
moderate period, likely to be taken up by persons to whom rupee 
paper does not appeal. 
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(4) Sales of Council Drafts- 
(a) History. 

170. It will be convenient, before turning to the examination of 
the India Office balance in London, to consider tbe method of effect- 
ing remittances on Government account between India and London, 
viz., the system of sales of Council drafts. For convenience we 
use the word drafts to cover both bills and telegraphic transfers. 

Sales of Council bills and telegraphic transfers on India by the 
Secretary of State in London are the central feature of the machi- 
nery by which the Indian finance and currency system is at present 
managed, and a correct understanding of the nature and objects of 
these sales is the key to the whole system. We have already had 
occasion to refer to these sales and their uses in several connections ; 
we propose now to consider the system in detail. 

171. The practice of drawing funds from India to meet the 
home charges by means of bills of exchange on India was inherited 
by the India Office from the East India Company. The present 
procedure is as follows: — On each Wednesday a notice is exhibited 
at the Bank of England inviting tenders, to be submitted on the 
following Wednesday, for bills of exchange and telegraphic trans- 
fers on the Indian Government authorties at Calcutta, Madras, 
and Bombay. The notice states a limit which the aggregate 
amounts will not exceed. The Secretary of State does not bind 
himself to allot the whole amount mentioned in the notice, and as 
a matter of practice does not accept any applications at prices 
lower than 1*. 3f$d. per rupee for bills and Is. 3j-$d. for transfers. 
The price charged for telegraphic transfers is ordinarily higher by 

d . per rupee than that charged for bills, but when the Calcutta 
or Bombay Bank rate exceeds eight per cent, tenders for transfers 
rank for allotment with tenders for bills only if they are -^d. 
higher. Allotment is made to the highest bidders and when the 
total amou nt te ndered exceeds the amount offered allotment is made 
pro rata. When the tenders received on a Wednesday have been 
dealt with, the amount to be offered for tender on the following 
Wednesday is decided upon, the main considerations being the 
requirements of the India Office and the strength of the demand. 

Intermediate ” or “ special ” bills and transfers can be obtained 
on other days of the week at a price fixed by the India Office at 
not less than -Adi. higher than the lowest prices at which allotments 
have been made on the preceding Wednesday, the exact rate and 
the maximum amount of such “ intermediates ” being fixed for the 
week each Wednesday. 

The arrangements made each Wednesday are laid before the 
next meeting of the Finance Committee of Council, usually on the 
same day, and subsequently before Council itself, for approval. 

172. TJp to the time of the closing of the mints to silver in 1893 
this weekly auction of Council drafts was nothing more than a 
simple and effective means of laying down in London the funds re- 
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■quired by the Secretary of State for borne charges at as favourable 
.a rate, as possible. In times of active trade tbe Secretary of State 
.sometimes took advantage of a favourable rate of exchange to bring 
■over from India rather more than was needed to meet his immediate 
requirements, to the mutual advantage of the Indian revenues and 
•of trade. But the system existed simply as a means of re mi tting to 
London so much, of the Government balances as it was desirable to 
make available in London. Its main justification lay in the fact 
that it was both effective and profitable to the Indian ‘ Government, 
.and convenient to trade in providing a ready means of settling a 
large part of the debts due by people in this country (and elsewhere) 
■to people in India for the surplus of exports over imports. Indeed 
it may be said that it is the large surplus of net exports over net 
imports which characterises Indian trade in all but abnormal times 
that makes the system of sales of Council drafts both possible and 
profitable. 

173. With the closing of the mints to silver in 1893, the system 
■of sales of Council drafts assumed new importance, and has been 
gradually extended in more than one direction. It was by a tem- 
porary cessation of the sale of Council drafts that the authorities 
first tried to force the exchange value of the rupee up to Is. 4 d. 
Then, when the rupee finally reached Is. 4<2. in 1898, under the 
Act No. II. of 1898 already referred to Council drafts were sold 
against gold set aside at the Bank of England as a part of the 
Indian Paper Currency Reserve, and paid for in India out of notes 
issued against such gold. The object of this action was no longer 
simply to lay down funds in London for the Secretary of State’s 
borne charges, but so to alter the location and disposition of the 
general resources of the Government of India as to provide a means 
in a time of great stringency, with the Calcutta and Bombay bank 
rates standing at 11 and 12 per cent., for quickly expanding the 
currency as an alternative to the shipment of sovereigns to India 
on private account when the Government of India had no surplus 
'.Treasury balances with which to meet Council drafts. 

174. With the development of the Indian currency system on 
-existing lines, and the continued demand for rupees rather than 
sovereigns for circulation,, this new departure of 1898 was develop- 
ed, and Council drafts came to be used as a means of avoiding the 
useless accumulation of sovereigns in the Paper Currency Reserve 
in India. Government had undertaken the obligation of providing 
; rupees in India in exchange for sovereigns at the rate of Is. 4eZ. per 
rupee. Instead of waiting for the sovereigns to be tendered in 
“India, and accumulate there till they had to be shipped home at 
Government’s expense to purchase silver for coinage into rupees, 
the Government, as already explained, found it profitable to offer 
to sell Council bills without limit of amount at Is. 4 ^d. per rupee, 
thus receiving payment for the rupees in London instead of in. 
India at a rate of exchange which corresponds roughly with the 
fixed value of Is. 4 d. for rupees in India. The money so received 
-in London is either earmarked as a portion of the Paper Currency 
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Reserye at the Bank of England or .used to purchase silver with, 
which, to coin rupees to take the place in India of those issued to» 
pay for. the Council drafts. A similar train of events has resulted, 
in the issue by the Secretary of State, as occasion requires, of noti- 
fications offering to purchase sovereigns in transit from Australia or 
Egypt to India. 

175. Einally in 1909 and 1910, when the exchange crisis of 
1907-8 was over, Council drafts were sold freely in order to obtain 
sterling in London in place of the large quantities of rupees which 
had accumulated in the Gold Standard Reserve in India through 
the sale by the Indian Government of bills on London during the 
crisis, these Council drafts being sold not to provide funds for home- 
charges, but to bring back to London the Gold Standard Reserve 
fund ; and it is by means of* sales of Council drafts that the profits 
on the mintage of rupees, which necessarily first take the form of 
rupees, are converted into sterling in London, the rupees which 
represent the profits being issued in India to meet the Council 
drafts sold in London. 

176. It will be seen that the considerations affecting Council 
drafts are now very much wider than the mere question of laying 
down, in London the funds required for ordinary home charges. 
The transfer to London from the Government of India’s balances- 
of some 20,000,000Z. annually for the home charges on revenue 
account and of some 6,000,0001. or more to meet capital expendi- 
ture remains, the chief function of the sales of Council drafts ; but 
if the expense and waste involved in the shipment of sovereigns* 
from India to London on Government account is to be avoided,, 
it is necessary for the Secretary of State to sell sufficient drafts, 
not merely to meet his own requirements on revenue and capital 
account, but also to satisfy the demands of trade up to such an 
amount as will enable the balance of trade in India’s favour over 
and above the amount of the home charges on revenue and capital 
account to be settled without the export to India on private account 
of more gold than is actually required in India for absorption 
by the public. 

(6) Management. 

. 177. The system of Council Drafts has frequently been de- 
scribed as artificial, but within limits, which we shall indicate, it 
is perfectly natural and would apply whatever might be the cur- 
rency system in force. The criticism, in fact, that the system is 
artificial arises chiefly, we imagine, from the fact that the exchange 
is transacted by the Government themselves, coram publico, and 
Little would be heard of it if the Secretary of State’s remittances 
were made through a bank. 

178. On the general description of the system which we have- 
given, there cannot, we think, be much disagreement. But differ- 
ences of opinion at once appear when an attempt is made to define 
the limits within which its operation is justifiable. The procedure 
actually adopted, we have been told, in recent years has been to sell 
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’Council Drafts freely, tliat is to say, to sell as long as there was a. 
demand and as long as it could be met from tlie resources of- 
Government in India. This statement of the case, however, does 
not appear to enunciate clearly any principle, and if it is desired to 
lay down a rule for future guidance we must inquire what is really, 
involved in it. The procedure indicated would seem to be based on 
•one of two alternatives. It may be held, in the first place, that 
the proper location of the surplus balances of Government is in 
London, and that as soon as they accrue they should be remitted 
from India. With this aspect of the case we have dealt already. 
Or it may be said that it was necessary for Government to supply 
up to the limit of their power the demand of trade for funds in 
India, and this position has been taken by some of the witnesses in 
explanation of the large sales of Council Drafts in recent years. 
We Lave already said that we do not favour the view thus implied. 
The interests of trade are, indeed, of high importance, but it is 
not the business of Government to favour trade at the expense of 
general revenues. 

179. On. the other hand, we have been asked to consider various 
limitations on the amount of Council Drafts to be sold. Thus it 
has been suggested that the Secretary of State should never sell 
•more than the amount of his home charges, or that he should 
restrict his sales to the amount entered in the budget estimates, 
or again, that he should adjust the sales in such a manner as 
always to keep his home balance from rising much above the 
working figure of 4,000, 000Z. To limitations of this kind also we 
are opposed. The right view is that the extent of the sale of 
’Council Drafts depends on the requirements of Government, 
whether immediate or prospective, for funds in England. It is 
true that this principle leaves the Government a wide discretion, 
and that they may not always exercise it wisely. Their action 
might then be criticised on the ground that they had brought funds 
•to London prematurely : but this is beside the present point. 
The fact remains that, while in consequence of recurring surpluses 
over budget estimates, the London balance has been abnormally 
high for the last few years, no money has been brought home 
which has not been used or will not be used for Indian Government 
-requirements in the United Kingdom. 

180. On one hand, therefore, the interests of trade are in them- 
selves no justification for sales of Council Drafts in excess of re- 
quirements as we have defined them ; for if, to accommodate trade, 
the Secretary of State were actually to go beyond his own needs, 
it would mean that he “would bring to London money for which he 
liad no need and that sooner or later he would have to send it back 
to India. On the other hand, the attempt to limit sales in advance 
to any particular sum is arbitrary and unnecessary. The sugges- 
tions which we have received in this connection are based on the 
-assumption that Government ought never to bring home more than 
their immediate requirements, but any such limitation of the discre- 
tion of Government would merely interfere with the economical 
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management of their remittance business without securing any 
other advantage. Suggestions of this kind seems to be inspired by. 
the feeling that the present system is artificial dr that undue assist- 
ance is given to trade when sales are less restricted. So long,, 
however, as the Government do not exceed their requirements these- 
fears are groundless. If the Government were to exceed their re- 
quirements, they would lay themselves open to the charge of mani- 
pulating Government funds for the benefit of trade. Within the 
limits of those requirements the advantage given to trade is in no* 
sense artificial: there is a corresponding advantage bn the Govern-' 
ment side, and both arise from that interchange of obligations and: 
resources which forms the general basis of the Council Draft system. 

181. From the general limits within which the system is sound 
we pass to a consideration of the rates at which Council Drafts- 
should be sold. As things are at present, the India Office make a 
practice of selling Drafts on every Wednesday throughout the year* 
so long as the rate for bills is not below Is. 3§§d. This is done 
even if the India Office balance is high enough to dispense with, 
this source of supply for the time being. Several witnesses have 
criticised this practice, and its justification is not very clear when, 
there is no particular need at the moment for the proceeds of such 
sales. It is argued in favour of the practice that in this way the 
India Office are able to feel the pulse of the market and take ad- 
vantage at once of any increase in demand. But this object could 
be attained by continuing the invitation for tenders weekly while 
refusing to sell at very low rates except when money is actually 
required. 

182. Some witnesses, however, went further and urged that the 
Secretary of State should always sell at a fixed rate, say Is. 4^d., 
or that, he should never sell below par. We are opposed to these 
suggestions. With regard to the first proposal, we would observe 
that while the Government are very large dealers in the exchang*e 
market, they are not monopolists; and it seems doubtful if they 
could successfully stand out for any such rate at all times of the 
year. The increased uncertainty as to the regularity of sales which 
this policy involves would make it necessary to hold larger normal 
balances in London than would be otherwise required. The effect' 
of the second proposal, whatever might be the lower rate adopted, 
would be to limit the range of variation of exchange. With the 
general object of this proposal we have some sympathy, since the 
range at present is extensive, and must discourage the free move- 
ment of capital between India and other countries. Nevertheless 
that range, depending as it does on the cost of freight and insurance* 
to India, is the natural range, and any restriction of it would impose . 
addition ah responsibilities on the Government, for which we find no 
adequate justification. We consider, therefore, that the Govern- 
ment should continue to follow the market" rate, effecting their 
remittances whenever they find it profitable to do so. In other 
words, the propriety of the transactions of Government in the ex- 
change market must be judged with reference to the urgency of: 
their requirements and the rate obtainable: . 
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183. In what we have said so far we Lave Lad in mind primarily 
-tLe remittance of Treasury balances, but tLe same considerations* 
apply also to Council Drafts sold for tLe purposes of tLe Paper 
Currency or Gold Standard Deserves. It Las been stated tLat the- 
system of selling Council Drafts to be met from tLe Paper Currency 
Reserve in India originated in tLe desire to assist trade wLen- 
Government were unable to meet demands for remittance from 
tLeir treasury, but it will be clear from wLat we Lave said tLat 
we do not regard tLis as a sufficient reason. TLe justification for 
sucL sales must be tLat, whether for tLe purchase of silver or for 
some other purpose, it is considered desirable to hold part of tLe 
Paper Currency Reserve in London. Similarly, in the case of tLe 
Gold Standard Reserve the sale of Council Drafts is proper in 
circumstances in wLicL funds belonging to tLat Reserve Lave to 
be transferred to London. In either case the real grounds for 
remittance must be the Lome requirements of the Government. 

184. We hold, therefore, that, even in the case of the Paper 
Currency and Gold Standard Reserves, the Secretary of State must 
have discretion to draw within the limits of what are termed the 
gold points at the rates obtainable when the remittance becomes 
necessary. An instructive example of the need of such discretion 
is supplied by the experience of 1909, when, after the crisis of the 
preceding two years, a large amount belonging to the Gold 
Standard Reserve had accumulated in India and was remitted home 
at a rate considerably below the par of exchange. It has been 
urged that it would be better when funds belonging to the Gold 
Standard Reserve are concerned to defer remittance till a rate 
above par can be obtained. But the first necessity at such a time 
may be to get the funds to London as soon as possible, in order 
that they may be available for use in case of any further disturb- 
ance of exchange, and we should be unwilling to limit the discre- 
tion of the Secretary of State in such circumstances. 

185. The opinion is often expressed that, while ordinarily the* 
question of rates may be treated on the lines which we favour, 
further considerations arise when the sales involve new coinage; 
and it is suggested that Council Bills should not then be sold below" 
Is. 4 §•<£. The suggestion, however, seems to draw too sharp a dis- 
tinction between the various funds of Government and the purposes 
to which they are applied. It is always possible, for instance,, 
that the silver required for coinage may be purchased from Trea- 
sury funds at Lome, a transfer being made from the Paper Currency 
Reserve to the Treasury in India when this silver is shipped and 
becomes part of the Paper Currency Reserve, and Council Drafts 
in that case would Lave to be paid for sooner or later out of the 
Treasury to make good the home expenditure. Moreover, the sug- 
gestion Las in view only the gold point as between India and 
England, whereas rupees may have to be given in exchange for 
gold imported at various rates from Egypt and Australia and else- 
where. Since further coinage becomes necessary only in times of 
active trade, exchange naturally tends to be high when fresh coin- 
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-age is required. It is desirable that sales for the purpose of new 
^coinage should be kept as closely as possible to specie point (what- 
•ever that point may be at tbe moment) : but we think it undesir- 
able to limit the Secretary of State's discretion by rigid rules. 

186. We sum up our views as follows: — We cannot agree that 
the India Office should make a point of not selling drafts in any 
circumstances below gold export point or below any arbitrarily 
fixed rate. The general policy pursued at present is, in our view, 
the right one, viz., to regulate the time and amount of the sales of 
'Council drafts throughout the year according to requirements, so 
as to take full advantage of the demand for such drafts in order to 
lay down funds in London. Though the convenience of trade and 
"the regulation of exchange are important considerations for the 
India Office in the management of the system, we think that in 
some of the explanations of it given to the public, too much stress 
has been laid upon this aspect and too little attention has been 
directed to the primary and by far the most important function of 
Council drafts, viz., the transfer to London from India of public 
funds to meet the requirements of the Secretary of State in London. 
This is true not only of those Council drafts which are met from 
Treasury balances in India, and serve simply to transfer part of 
.the cash balance from India to London, but also of those which 
are met from the Reserves in India, since the obj ect of the sales 
of these drafts is to lay down in London such portions of the two 
Reserves as the Secretary of State and the Government of India 
■desire to locate in London, either permanently as in the case of 
the Gold Standard Reserve or the gold portion of the Paper 
Currency Reserve earmarked at the Bank of England, or 
temporarily as in the case of moneys belonging to the Paper 
Currency Reserve which are transferred to London for the purchase 
of silver for coinage. This is one of the points in which it is parti- 
cularly important not to overlook the fact that the various funds 
concerned are, as we have said, really one single whole. If a 
broad view of the situation is taken, it can be said without depart- 
ing from accuracy that Council drafts are sold for no other reason 
and to no larger amount than is necessary to meet the require- 
ments, present or prospective, of the Secretary of State in London. 

(5) India Office Balance. 

187. We now turn to the examination of the London balance. 
The primary purpose of the India Office’s balance in London is to 
provide ways and means for meeting the expenditure incurred in 
-the United Kingdom by the Secretary of State on behalf of the 
Government of India. This expenditure now amounts to some- 
thing over 20,000,0002. a year on revenue account alone, i.e., on 
salaries, pensions, stores of all kinds, and interest and management 
of debt and as the amount of Indian debt outstanding in this 
country tends to grow, this figure is at present increasing slowly 
year by year. In addition very large sums, estimated in 1913-14 at 
close on 9,000,0002., are required for capital expenditure in London 
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in connection with railways, irrigation works, etc., in India ; and 
the repayment, of temporary debt and the guaranteed debentures 
and bonds of Indian railway companies, whether the money for 
such repayment is found by fresh borrowing or not, makes con- 
siderable calls on the London balance. 

188. This balance is fed mainly from two sources, the proceeds 
of the weekly sales of Council drafts and loans raised in London. 
There are certain direct sources of revenue which are of little im- 
portance, and a variant of the second source is found in the pay- 
ments made into the balance by Indian railway companies out "of 
the proceeds of the issue of guaranteed stock or bonds issued by or 
on behalf of those railways, the Indian system being that the 
Government are shareholders in most of the railways, and act as 
their bankers both in London and in India. The Secretary of State 
has a very considerable amount of control over the time and amount 
of such issues, which may accordingly be regarded for our pre- 
sent purpose as being in the same category with Indian Govern- 
ment loans raised in London. 

189. As already stated, the normal balance required on the 81st 
March in each year in London is about 4,000,0002., more than half 
of this being needed to meet the necessary payments for interest 
on debt at the beginning of April. When the annual budget is 
drawn up the Government of India make an estimate of the amount 
of Council drafts that they will be able to meet from time to time 
throughout the year. The India Office on the basis of this esti- 
mate frame a ways and means budget for the home charges, and 
arrange to borrow in some form or other the amount required to 
balance their account. They usually frame their budget, unless 
for special reasons, so as to estimate for a closing balance at the end 
of the year of about 4,000,000Z. If the actual closing balance of - 
th.e year which is ending is likely to be very much in excess of 
4,000, OOOZ. they reduce their estimate of borrowings or increase 
their estimate of capital expenditure for the new year, so as to 
bring the closing balance of the latter year down to about the- 
normal figure. 

190. As the demand for remittance to India is active mainly in 
the Indian busy season, the greater part of the receipts from 
Council drafts can only be expected to accrue towards the end of" 
the financial year. The borrowing contemplated in the budget 
therefore necessarily takes place before it is known how closely the 
actual receipts will agree with the estimates. Moreover, it is 
generally recognised that the London money market is more favour- 
able to borrowers in tbe first half of the calendar year. The India 
Office accordingly borrow the amount budgetted for either in the- 
first months of the financial year, or sometimes, when market condi- 
tions are favourable, as early as February or March in advance 
of the new financial year, tinder existing conditions, therefore, 
it is impossible for the India Office to regulate their borrowings 
for the needs of the year in accordance with the surplus or deficit 
over estimate of their receipts from Council drafts. If, as has- 
happened recently these receipts exceed the estimate by 10, 000, OOOZ- 
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cor more, the necessary result is that the closing* balance of the year 
largely exceeds the normal 4,000, 000Z. These excess receipts have 
"been due entirely to the recurrence of revenue surpluses in India 
and their transference to London, with both of which topics we 
have already dealt. We need only observe, therefore, in regard 
to the recent accumulation of high balances in London, that a 
change in the date of the commencement of the financial year, such 
as we have suggested, would have the further advantage of 
enabling the India Office to fix the time and amount of their 
borrowings in London with a more accurate knowledge of their 
real requirements. 

191. Some criticism has been directed against the India Office 
for not using a larger part of these balances for the discharge of 
debt. India being a constant borrower for reproductive capital 
•expenditure, the policy of the Government has been, in our opinion 
rightly, to use their surpluses not in repayment of permanent debt 
but in the reduction or avoidance of fresh borrowing. We do not 
-agree with those critics who would have advocated the repayment 
of permanent debt out of the large balances in the years 1910 to 
1912, with the result that fresh borrowing would have been requisite 
•soon after. As we have already explained, the continuance of such 
high balances was not foreseen by the India Office, which neces- 
sarily relied on the accuracy of the Government of India’s 
forecasts. 

192. But we are inclined to think that in their dealings with 
the temporary debt the India Office, like the Government of India, 
are open to the charge of being over-cautious. We would instance 
in particular the renewal of 1,500,000Z. of India bills in December 
1910 and again in December 1911. The fact that the summer 
monsoon was over and the probability of some considerable surplus 
in the receipts from sales of Council drafts could be foreseen by 
that period of the year would have justified, we think, a less 
cautious procedure. Another particular instance of what appears 
to us to have been excessive caution is the flotation of a loan for 
3,000,000Z. in London in April 1912 when the market conditions 
were very unfavourable, regard being had to the size of the closing 
balance on 31st March 1912, viz., 18,390,013Z. ; and in looking into 
this transaction we have found some reason to doubt whether there 
is sufficiently close consultation between London and India as to 
the time and amount of particular borrowing operations. It is 
probable that in 1912 a larger amount than three crores might 
advantageously have been raised by a rupee loan in July and a 
•smaller amount than 3,000, 000Z. by a sterling loan in London in 
April. 

(6) Lending out of India Office Balance in London. 

193. It remains to consider certain special features in the loca- 
tion and management of the India Office balance in London. 
Under an old-standing arragement the India Office maintain a 
minimum balance of 500,00DZ. with the Bank of England with 
which under the Acts 21 and 22 Viet. c. 106, and 22 and 23 Viet, c. 
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41, the account of the Secretary of State in the United Kingdom, 
is kept. A very small amount of cash is kept in the till of the 
A.ccountant-G-eneral at the India Office for daily needs, and some 
comparatively small amounts are generally held by sub-accountants 
of the India Office. The rest of the London balance is placed on 
temporary loan in the City of London. 

194. The system of so placing the London- balance dates from 
the time of the East India Company, and is thus an old-established 
one. A list is kept at the India Office of “ Approved Borrowers ”, 
admission to which is obtained by application to the Secretary of 
State’s broker, who communicates the application to the India 
Office. It has always been recognised as the special function of 
the chairman of the Finance Committee of Council to advise upon 
such applications. These applications must be considered by the 
Finance Committee as a whole, but are now submitted after con- 
firmation by that body for the approval of the Secretary of State 
in Council. Questions as to the retention of a name on the list are 
similarly decided. Only firms or individuals of high standing are 
admitted, and a fixed maximum is laid down in each case for the 
amounts that may be lent to each borrower. Loans are made in 
sums of 5O,0OOZ. or multiples of 50,000Z. Borrowers are required 
to deposit at the Bank of England securities of specified kinds 
against the loans made to them, these securities being transferred 
into the name or possession of the Secretary of State at the Bank 
before the loan is made. The full list of approved borrowers as 
at the 31st March 1913 will be found in Appendix XI. 

195. The actual business of finding borrowers is done by the 
Secretary of State’s broker acting under the general directions of 
the chairman of the Finance Committee. His duty is to place the 
money at his disposal at the best rate of interest which he can 
-obtain, subject to the general rules already indicated as to the 
approval of the borrowers and the securities deposited. The ap- 
pointment of the broker rests with the Secretary of State. The 
present broker, whose family has long been connected with this 
particular business, was appointed in 1903 on condition of his 
becoming a partner in an old-established firm of money-brokers ; the 
appointment was at first for a term of two years, but was renewed 
in due course, and is now held at the Secretary of State’s pleasure. 

196. "We are satisfied that the system is on the whole well 
managed, and we have had it in evidence that only in two cases in 
the last 20 years have borrowers been unable or unwilling to repay 
their loans on the dates on which they were due, and that in both 
these cases the Indian Exchequer suffered no ultimate loss. We 
are, however, of opinion that the facilities for obtaining loans and 
the method of obtaining admission to the list of approved borrowers 
might with advantage be made more widely known in the City. 
And we think that some change is needed in the regulations govern- 
ing both the kind of securities which are accepted and the amount 
of cover, if any, required for each of the several classes into which 
the specified securities are divided. 
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197. The classification (as revised and extended in February 
and April 1913) is as follows (see Appendix XI., pp. 310 and 312 
to 314): — 


Securities authorised eob, Acceptance. 

India Debentures, India Bonds, and Guaranteed Debentures of 
the several Indian Railway Companies, are taken at tbeir par value. 

Treasury Bills, Exchequer Bills, Exchequer Bonds, India 
Sterling Bills, Metropolitan Water Board Bills, and London 
County Bills are accepted at their market value, instead of their 
nominal amount. 

The following securities are accepted at their minimum market 
value, with a cover of 5 per cent., the cover being replaced if the 
value of the security falls during the currency of the loan : — 

Any of the Parliamentary Stocks or Annuities of the United 
Kingdom. 

India 3^ per cent., 3 per cent., or 2^ per cent. Stock, and Stock 
Certificates. 

India Enfaced Rupee Paper. 

Fully-paid Debenture Scrip of the Indian Guaranteed Railway 
Companies. 

Any securities, the interest on which is, or shall be, guaranteed 
by Parliament. 

Metropolitan Consolidated Stocks and Stock Certificates. 

Metropolitan Police 3 per cent. Debenture Stock. 

Metropolitan Water Board “ B 55 Stock, and Stock Certificates. 

London County Consolidated Stocks, Stock Certificates and 
Scrip. 

Corporation of London Debentures. 

Bonds or Bills of Colonial Governments that have observed 
the conditions prescribed in the Colonial Stock Act, 1900, 
63 and 64 Viet. c. 62, and of British Municipalities with a 
population of 500,000 or upwards (at present Birmingham, 
Livei'pool, Manchester, and Glasgow), provided that in each, 
case there is an obligation to repay the principal of the bond 
or bill within a period not exceeding five years from the date 
on which the loan is granted. 

198. We think that the practice of lending upon India Deben- 
tures, India Bonds, and Guaranteed Debentures of Indian Railway 
Companies at their par value, although the market value may . be 
under par, is unsound. We observe that in the two cases in which 
borrowers were unable to meet their loans when they fell due the 
securities deposited consisted of railway debentures’ of this kind. 
It was argued by the India Office witnesses in favour of the practice 
that it enables the Indian Government to make their issues of new 



171 

sterling capital on more favourable terms than would otherwise be 
the case. "We are unable to attach much importance to this con- 
tention, and in any case we hold that the result obtained does not 
counterbalance the obvious objections to the course pursued. 

199. On the other hand, we are of opinion that the list of ap- 
proved securities is unduly narrow. We understand that the India 
Office consider themselves precluded from accepting as security for 
loans securities transferable elsewhere than at the Bank of England. 
We think this is unfortunate. We should like to see the list 
enlarged to cover similar securities registered elsewhere, and it is 
a matter for consideration whether in addition some of the best 
Trustee stocks not now in the list might not be accepted to a 
limited extent subject to the provision of ample cover. In any 
case it would seem that the narrow boundaries of the existing list 
needlessly increased the difficulties of the India Office in finding 
borrowers for the whole of the large balances held during 1910 and 
the following years, and though we do not feel competent ourselves 
to draw up a complete list and set of rules, we desire to draw the 
attention of the Secretary of State to the evidence we have received 
on the subject and to the considerations set out above. 

200. The usual periods for loans to approved borrowers are 
from three to five weeks, or occasionally six weeks, according to 
the calculations of the Accountant-General as to the term within 
those limits for which the money can conveniently be spared. In 
practice, when large sums are available for lending, the same 
borrower keeps loans continuously for very much longer periods, 
through their renewal from time to time after the expiration of 
the first term. But the prevailing rate of interest has to be paid 
at each occasion of renewal, and there is no hesitation in requir- 
ing repayment if a borrower is unwilling to pay the rate demand- 
ed. The criticism has been made that by leaving loans with the 
same borrower for long periods the India Office have in effect been 
lending for a long time at. rates appropriate only to short-term 
loans. It would certainly seem that the limit of six weeks is ad- 
hered to a little too rigidly, and that some unnecessary caution is 
exercised in this matter. Eor instance, no allowance is made, in 
fixing the dates on which loans are to be repayable, for the receipts 
likely to accrue from the sale of Council drafts during the inter- 
val. ¥e recommend that the present rules should be relaxed 
whenever a favourable Opportunity for lending for any longer 
period up to (say) three months coincides with ability to spare the 
money for so long. But it is important that the money should in 
all circumstances be kept readily available, since it represents a 
cash balance which should not be diverted from its primary func- 
-tions for the sake of earning slightly higher rates of interest. 

201. ~We have already alluded to the difficulties which were met 
with in placing out with approved borrowers the whole of the 
large balance held by the India Office in London in the years prior 
to 1913. It is stated that the broker finds himself unable as a rule 
to place more than from 10,000,00()Z. to ll,O0O,OOOZl. with borrow- 
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era on the list under the rules to which he is required to conform. 
From June 1909 to December 1912 the total India Office balance- 
was considerably higher than 11,000,000Z. The broker was accor- 
dingly directed to place the remainder on deposit with certain 
specified London banks. The deposit was usually for a period of 
two months, but sums belonging to the Gold Standard Reserve- 
were occasionally deposited in this way for three months. 

202. In view of the fact that two successive chairmen of the 
Finance Committee and another member of that Committee were 
also members of the directorates of banks with which such deposits 
were made at a .time when they held their appointments at the 
India Office, and that unfavourable comment has been publicly 
made on this association, we have examined very carefully into 
the circumstances attending the making of these deposits. We 
find no ground whatever for the suggestion that the connection 
between members of the Finance Committee and certain of the 
banks led to any kind of favouritism being shown to those banks.. 
The deposits were never made at anything less than the best rate 
of interest obtainable at the time they were made. There was no 
hesitation in removing a deposit from one bank to another if ad- 
vantage could be secured by so doing. There is, therefore, no 
ground for criticism of the way in which this duty was discharged. 
But we think it advisable to call the attention of the Secretary of 
State to the importance of avoiding as far as possible all occasion 
for criticism of this nature, though it may be founded on prejudice 
and ignorance of the facts. 

203. We understand that the charges made by the Bank of 
England for various services as well as the services themselves are 
at present under consideration and form the subject of correspond- 
ence between the Secretary of State and the Bank. We therefore 
confine ourselves to observing that in our opinion the time has come 
for a general review of the whole subject of the relations of the 
Bank of England with the India Office. 

204. Owing to the large balances of the last few years, the re- 
muneration of the India Office broker reached an unprecedented 
figure. The scale on which it was calculated was thereupon re- 
vised. We are not convinced that the principle at present follow- 
ed of paying him in proportion to the amount of money handled 
and the rate of interest earned is right. It can hardly be said that 
the call upon his time varies in exact proportion to the amount of 
money handled, and after all allowance is made for his skill and 
zeal in seeking the best rate of interest available, the rate actually 
obtained must depend much more on the conditions of the money 
market than on his exertions. We suggest that the working of the 
present arrangement should be watched. If the balances fall 
very low, or if they again rise very high, it may require recon- 
sideration. If the principle of a sliding scale be maintained, it 
would probably be desirable to fix a maximum above which and a 
minimum below which it should not rise or fall. 
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TV . — FINANCIAL ORGANISATION AND PROCEDURE OE 

THE INDIA OEEICE. 

205. We have already had occasion to mention and comment 
upon certain details of the financial organisation and procedure of 
the India Office in connection with the sales of Council drafts and 
the system of lending out the cash balance of the India Office in 
London, and at the beginning of our Report we recorded our very 
high opinion of the way in which the financial work of the Govern- 
ment of India and of the India Office is performed by the per- 
manent officials to whom it is entrusted. We propose in this sec- 
tion of our Report to confine ourselves to a consideration of general 
principles. 

206. The organisation and procedure of the India Office are 
conditioned by its legal constitution under a Secretary of State and 
.a Council. This system is necessarily somewhat cumbrous in 
matters of detail, but it appears to work well on the whole, and 
must be accepted as the basis of any scheme of organisation which 
we can consider. Our inquiry will therefore be directed first to 
the machinery used for bringing financial questions before Council, 
that is, to the constitution of the Einance Committee of Council, 
.and second to that part of the permanent staff of the India Office 
which deals with finance. 

(a) Finance Committee of Council. 

207. In considering the constitution of the Einance Committee, 
we have had our attention drawn to the proposals for a reorganisa- 
tion of the India Council, outlined by the present Secretary of 
State in a speech made by him in the House of Lords on the 31st 
July 1913 after this Commission had begun their sittings. The 
Secretary of State expressly reserved detailed consideration of his 
scheme so far as finance is concerned pending the report to be made 
by us on this portion of our terms of reference. The main features 
of his scheme are a reduction in the numbers of the Council and 
the abolition or modification of the Committee system, for which 
would be substituted a system resembling that already adopted in 
the Viceroy’s Council, under which particular members of Council 
would be closely attached to particular divisions of the India 
■Office. In regard to finance this would mean the supersession, in 
whole or in part, of the Finance Committee and the appointment 
of one member of Council as Einance member at the head of the 
Financial Department. 

208. In this proposal, so far as it affects financial matters, we 
•cannot concur. We are of opinion that the financial work of the 
India Office, which involves many technical and difficult problems 
requiring for their consideration a combination of India experi- 
ence with an expert acquaintance with the London money market, 
is of a kind for which the Committee system is specially suitable, 
and we think that the continuance of the Einance Committee in 
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some form is most desirable. It lias been suggested that it would 
be possible to provide for tlie necessary expert knowledge by 
means of a Co mm ittee of wbicb tlie members need not all be mem- 
bers of Council. But we see very serious difficulties in tbe way 
of any sucb arrangement. It would seriously impair tbe status 
of tbe members themselves and would deprive them of tbe oppor- 
tunity wbicb they now enjoy of obtaining that general knowledge 
of Indian government and Indian affairs without wbicb tbey would 
lose mucb of their usefulness and nearly all their authority. So 
far, therefore, as financial work is concerned we recommend the 
continuance of a Finance Committee of Council. 

209. The Finance Committee as now constituted consists of 
five members of Council, two of whom are bankers connected with 
large banks in the City of London. These two members have no 
direct Indian experience. The three remaining members have 
Indian experience and tbe members of the Committee represent, in 
addition to Finance, the Army, Public Works, and General Ad- 
ministration. Since 1880, if not longer, it had been, up to the 
year 1911, tbe established practice to have always one member, 
without Indian experience, who was actively engaged in business 1 
in tbe City, and another with experience of non-official finance, 
commerce, or banking in India. Besides this, until the retirement 
of Mr. Finlay in 1906, there was, as a rule, at least one member 
who had held high financial office in or under the Government of 
India. Of the last four chairmen of the Committee, three have 
been City men without Indian experience, and the fourth was one 
who had been appointed as a representative of Indian commerce, 
but combined with this qualification an expert knowledge of the 
London money market. 

210. Tbe ideal constitution of the Finance Committee would, 
in our opinion, include three members with financial experience, 
two representing respectively Indian official finance and non-official 
Indian commerce and banking, and one representing the London 
money market. We see no reason why this ideal should not, as a 
rule, be attainable; but, if it should occasionally be otherwise, we 
are of opinion that in all circumstances there should be at least one 
member with Indian financial experience either official or non- 
official. We think there are advantages in having a man of Indian 
experience as chairman of the Finance Committee, but in this 
matter tbe Secretary of State should have absolute discretion to- 
appoint the person best suited for the post. 

211. It appears to us, in connection with this subject, to be a 
matter for consideration whether tbe present pay and tenure of a 
member of Council are sufficient to attract tbe best class of financial 
advisers, more especially in the case of those possessing Indian ex- 
perience. Until tbe year 1907 the salary was 1,200Z. and the 
tenure of office was for ten years. The salary is now .l,000L and the 
tenure is for seven years. Considering tbe immense importance 
to India of securing the best possible advice and assistance in these 



financial matters, we cannot help thinking that the advantages now 
offered may be inadequate. If that be so, they should be increased. 

212. We should deprecate any rule which would have the effect 
of preventing men actively engaged in business in the City from 
joining the Council. We are aware of the objections which may 
be raised, and, as a matter of fact, have been raised, to the present 
practice ; but we consider that they are far outweighed by the ad- 
vantage of having as a financial adviser a man of the highest stand- 
ing and repute in daily touch with the money market; and we 
should see with regret any restrictions which would confine the 
choice of the Secretary of State to “ those who ”, to use a classical 
phrase, “ have retired from business, or those from whom business 
has retired 

213. We are fully satisfied that both in the past and at the 
present time the City of London representatives on the Finance 
Committee have always kept the interests of India clearly in view, 
and have performed the duties of their office solely -with regard to 
the welfare of India. But recent political and social changes in 
India have led to an increasingly close scratiny in India of the 
Government’s financial administration, and have added very 
greatly to the amount and the importance of the criticisms which 
are directed in India against that administration. Moreover, 
these criticisms now find expression in the form of questions in the 
Legislative Council which have to be answered by the Government 
representatives. It appears to us to be hardly compatible with the 
new conditions in India that just at this time an alteration should 
have been made in the composition of the India Council and the 
Finance Committee, involving the omission therefrom of any re- 
presentation of Indian financial experience, whether official or non- 
official. The result has been to give the representation of London 
City experience a position of undue prominence in the Finance 
Committee, which is, in our opinion, undesirable. 

214. W'e understand that one of the principal objects of the 
proposals for the reorganisation of the India Council is to expedite 
business. We think that there is room for improvement in this 
respect in the financial sphere with which alone we are concerned. 
But we attach importance to the discussion of all large questions 
of finance in Finance Committee whenever time admits of it; and 
the powers of the Secretary of State in respect of the despatch of 
business are such that he can generally secure such discussion 
without any undue delay. The Secretary of State has already con- 
fided large discretionary powers to the chairman, and these will no 
doubt be continued, and will enable him to act, either alone or 
with the special sanction of the Secretary of State, whenever 
prompt measures are necessary. We desire, however, to make it 
clear that, subject to the conditions which we have laid down in 
this and the preceding paragraphs, we should welcome any changes, 
whether requiring legislative sanction or not, which would simplify 
financial procedure and prevent unnecessary delay in the considera- 
tion and determination of questions of a financial character. 
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( b ) Permanent Staff of the India Office. 

215. At tlie head of the Financial Department of the India 
Office, but subordinate to the Permanent Under Secretary of State 
and to the Assistant Under Secretary, is the Financial Secretary, 
upon -whom fall the main burden and responsibility for the financial 
work of the office. At the present time it happens that the Assist- 
ant Under Secretary of State is an officer trained in the Financial 
Department and equipped with extensive knowledge of finance. 
He is thus able to offer useful advice to the Financial Secretary 
in the many cases in which a second opinion is desirable, and con- 
siderably to lighten his burden and responsibility. It is also- 
possible to focus in the hands of the Assistant Under Secretary the 
consideration of financial questions originating in divisions other 
than the Financial Department and submitted to the higher 
authorities by the heads of those divisions. This arrangement has 
obvious advantages, and has served to relieve the Financial Secre- 
tary, who, until it was adopted, was undeniably overworked. 

216. It appears to us that a return to the previous system, which 
threw the whole burden of supplying special financial knowledge 
and criticism upon the Financial Secretary, is, if not impossible, 
certainly undesirable. For the future, it has been suggested either 
(1) that the Under Secretary of State or the Assistant Under Secre- 
tary should have financial experience; or (2) that there should be 
two Assistant Under Secretaries, of whom one should have had 
financial training. As between these alternatives we are unwill- 
ing to express an opinion, believing that the choice must depend 
largely upon the varying circumstances of the time and on the 
material at the disposal of the Secretary of State. We are content 
to record our opinion that, in one or other of these ways, the burden 
of work and responsibility which previously fell upon the Financial 
Secretary should continue to be diminished, as it is under the exist- 
ing arrangement. It has also been suggested that the Financial 
Department should be strengthened by the appointment of a second 
Financial Secretary, to whom business of a technically financial 
character should be specially allotted. We bring this suggestion 
to the attention of the Secretary of State. 

The pecuniary value to India of the efficient performance of the 
financial business of the India Office is very great and would amply 
justify any extra cost in salaries that might arise from the adop- 
tion of our recommendations. 


V.— STATE OR CENTRAL BANK. 

217. We have made no reference to the State Bank question, 
in the earlier passages of our Report, in spite of its frequent, relev- 
ance, because we were unwilling to introduce, in passing, remarks 
which might appear to prejudice, one way or the other, a question 
which we were not prepared to. discuss in detail. Many of our 
recommendations, notably those which relate to the maintenance 
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of exchange, the position of gold in the currency, the system of 
"budgetting, and the raising of loans by Government, are not appre- 
ciably affected by any decision which may be arrived at on the 
bant question. But others, especially those which relate to the 
elasticity and fiduciary portion of the note issue, to the custody, 
employment, and proper amount of the Government balances in 
India and Eondon, and to remittance, are somewhat intimately 
bound up with the presence or absence of a State bank. The bank 
question has also a close connection with subjects not directly fall- 
ing within the terms of our reference, such as the absence of a final 
banking reserve in India and the question of giving the Presidency 
banks access to Eondon, the extension of co-operative credit in 
India, the improvement of banking facilities and the encourage- 
ment of sound banking in that country. 

218. It has been represented to us that, under several of these 
heads, the difficulties and inconveniences which arise are largely 
contingent on the absence of a strong central banking institution, 
competent to manage the note issue, and so constituted as to be 
in a position to hold and manage the whole of the* Government 
balances and to transact for Government other business naturally 
falling within the province of the Government’s banker, such as* 
remittance. In the lack of such an institution the Government of 
India’s position, while not unexampled, is unusual. So long as 
the Government remain aloof from banking, so long as they main- 
tain (to any important extent) an independent treasury system, 
and so long as the management of the note issue is kept outside 
banking, some features of the present system, which may be re- 
garded as anomalous, will Temain. We have endeavoured in the 
preceding parts of our Report to make such recommendations as will 
permit the continuance of these features with as little general incon- 
venience as possible. But those which relate to the note issue and 
to the employment of balances may be regarded, from one point of 
view, as palliatives rather than cures. 

219. We have been naturally led, therefore, to give some consi- 
deration to the possibility of such more radical changes as are- 
contingent on the establishment of a State bank — a proposal which 
presents at the same time some attractive features and some obvious 
practical difficulties. But we found from the outset in examining- 
witnesses upon the subject of a State or Central Bank that the 
absence of anything in the nature of concrete proposals and even 
of any general agreement as to what was implied by the phrase- 
“ a State or Central Bank ” made such examination difficult and 
unsatisfactory. It was arranged, therefore, before we adjourned 
for the summer holiday in August, that two of our number, Sir 
Ernest Cable and Mr. J. M. Keynes, should prepare a detailed 
scheme for their colleagues’ consideration. We annex to our Re- 

E ort the memorandum submitted to us by Mr. Keynes, after colla— 
oration with Sir Ernest Cable, in accordance with this decision. 

220. We had previously received the memorandum on the sub- 
ject of- a State Bank or Central Bank submitted to us by Mr. L.. 
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Abrahams, C.B., with the concurrence of the Secretary of State. 
This memorandum was printed as Appendix No. XXV. to our 
Interim Report. The memoranda in question indicate most of the 
advantages and disadvantages attaching to the proposal on general 
grounds and the considerations to be borne in mind in dealing with 
ft. It is unnecessary for us to recapitulate them here. 

221. A study of these two memoranda makes much clearer the 
nature of the questions at issue; and the schemes proposed in them 
present prima facie several attractive features. But most of the 
witnesses whom we have examined had not been in a position to 
•consider or pronounce upon the specific proposals therein contained. 
It was not possible for us, therefore, to submit these schemes to a 
sufficiently searching examination without much delay in the pre- 
sentation of our Report. We recognised, further, that such an 
examination would probably involve a visit to India and a careful 
study of the conditions on the spot, and we came to the conclusion 
that we were not fitted as a body to undertake this task. ~We do 
not feel ourselves, therefore, in a position to make recommenda- 
tions, one way or the other, on the question of a State Bank. 

222. But we regard the question, whatever decision may ulti- 
mately be arrived at upon it, as one of great importance to India, 
which deserves the careful and early consideration of the Secretary 
of State and the Government of India. We think, ’ therefore, that 
they would do well to hold an inquiry into it without delay, and 
to appoint for this purpose a small expert body, representative 
both of official and non-official experience, with directions to study 
the whole question in India in consultation with the persons and 
bodies primarily interested, such as the Presidency banks, and 
either to pronounce definitely against the desirability of the estab- 
lishment of a State or Central Bank in India at the present time, 
or to submit to the authorities a concrete scheme for the establish- 
ment of such a bank fully worked out in all its details and capable 
of immediate application. 


VI.— SUMMARY OF CONCLUSIONS. 

223. For convenience of reference we summarise our conclu- 
sions as follows: — 

(i) The establishment of the exchange value of the rupee on 
a stable basis has been and is of the first importance to 
India. (Para. 8.) 

(ii) The measures adopted for the maintenance of the exchange 

value of the rupee have been necessarily and rightly 
rather supplementary to, than in all respects directly 
in pursuance of, the recommendations of the Committee 
of 1898. (Paras. 7 and 44 to 46.) 

(iii) These measures worked well in the crisis of 1907-8, the 

only occasion upon which they have been severely test- 
ed hitherto. (Paras. 48, 49.)" 
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(iv) Tlie time lias now arrived for a reconsideration of 
tlie ultimate goal of tlie Indian Currency system. The- 
belief of the Committee of 1898 was that a Gold Cur- 
rency in active circulation is an essential condition of 
the maintenance of the Gold Standard in India, hut 
the history of the last 15 years shows that the Gold 
Standard has been firmly secured without this condition. 
(Paras. 47, 50.) 

(v) It would not be to India's advantage to encourage an in- 
creased use of gold in the internal circulation. (Para- 
64.) 

(vi) The people of India neither desire nor need any consider- 
able amount of gold for circulation as currency, and 
the currency most generally suitable for the internal 
needs of India consists of rupees and notes. (Paras. 
55, 76.) 

(vii) A mint for the coinage of gold is not needed for pur- 
poses of currency or exchange, but if Indian sentiment 
genuinely demands it and the Government of India are 
prepared to incur the expense, there is no objection in 
principle to its establishment either from the Indian or 
from the Imperial standpoint : provided that the coin 
mi nted is the sovereign (or the half-sovereign) ; and it 
is pre-eminently a question in which Indian sentiment 
should prevail. (Paras. 69 — 73.) 

(viii) If a mint for the coinage of gold is not established, re- 
fined gold should be received at the Bombay Mint in 
exchange for currency. (Para. 73.) 

(ix) The Government should continue to aim at giving the 
people the form of currency which they demand, 
whether rupees, notes, or gold, but the use of notes 
should be encouraged. (Para. 76.) 

(x) The essential point is that this internal currency should 
be supported for exchange purposes by a thoroughly 
adequate reserve of gold and sterling. (Para. 76.) 

(xi) Wo limit can at present be fixed to the amount up to- 

which the Gold Standard Reserve should be accumulat- 
ed. (Para. 86.) 

(xii) The profits on coinage of rupees should for the present 

continue to be credited exclusively to the Reserve. 
(Para. 89.) 

(xiii) A much larger proportion of the Reserve should be held 
in actual gold. By an exchange of assets between this 
Reserve and the Paper Currency Reserve, a total of 
about 10,000,000z. in gold can be at once secured. 
This total should be raised as opportunity offers to 
15,000,000Z., and thereafter the authorities should aim 
at keeping one-half of the total Reserve in actual gold. 
(Paras. 93 to 100.) 
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, (xiv) The Indian branch of tbe Gold Standard Reserve in 
which rupees are now Held should be abolished, the 
rupees being handed over to the Paper Currency Re- 
serve in exchange for gold. (Para. 98.) 

(xv) The proper place for the location of the whole of the. Gold 
Standard Reserve is London. (Paras. 90 and 100.) 

(xvi) The Government should definitely undertake to sell bills 
in India on London at the rate of Is. .*3 per rupee 
whenever called upon to do so. (Para. 101.) 

.(xvii) The Paper Currency system of India should be made 
more elastic. The fiduciary portion of the note issue 
should be increased at once from 14 crores to 20 crores, 
and thereafter fixed at a maximum of the amount of 
notes held by Government in the Reserve Treasuries 
plus one-third of tbe net circulation, and the Govern- 
ment should take power to make temporary investments 
or loans from the fiduciary portion within this maxi- 
mum in India and in London, as an alternative to 
investment in permanent securities. (Paras. 112 and 
113.) 

t(xviix) We recommend the immediate universalisation of the 
500-rupee note and the increase of the facilities for the 
encashment of notes. (Para. 115.) 

(xix) The aggregate balances in India and London in recent 
years have been unusually large. This has been due 
mainly, though not entirely, to accidental causes and 
to the exceptional prosperity of India. (Paras. 125, 
126.) 

(xx) Caution is justifiable in framing Budgets in India, but 
has been carried rather further than was necessary in 
recent years. (Paras. 126 and 128.) 

(xxi) A change in the date of the commencement of the finan-. 
cial year from the 1st April to the 1st ^November or 
the 1st January would probably enable the Govern- 
ment of India to frame more accurate Budgets. Such 
a change would also enable the India Office to fix the 
amount of their borrowings in London with closer 
regard to immediate needs. We commend this pro- 
posal for favourable consideration. (Paras. 128 and 
190.) 

(xxii) The practice of transferring revenue surpluses to London 
to be used in avoiding or reducing fresh borrowings 
for capital expenditure has been thoroughly justified 
in the interests of India, and the Secretary of State 
has made good use, for this purpose or for actual reduc- 
tion of debt, of the balances from time to t im e 
accumulated in his hands. (Paras. 130 to 133 and 1T9.) 

*(xxiii) But the recommendations which we make as regards 
loans by Government in India may lead to a revision of 
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the occasions, though not of the extent, of transfers of 
money to London. (Para. 133.) 

(xsdv) The independent Treasury system of the Indian Govern- 
ment is not an ideal one. It is partly responsible 
for the stringency which recurs annually in the Indian 
money markets. (Paras. 137 to 143.) 

(xxv) W e recommend that the Government of India should 
make a regular practice of granting loans to the Presi- 
dency Banks from their surplus balances in India 
against security on terms to be negotiated with the 
Presidency Banks. (Paras. 150, 163, 164.) 

(xxvi) In deciding upon the location of surplus balances, the 
Government of India and the Secretary of State should 
act in consultation, and, while the transmission of the 
necessary funds to London at favourable rates of ex- 
change is the first consideration, the authorities should 
have regard to all the factors including the possibility 
of utilising surplus balances for loans in India. (Paras. 
159 to 161.) 

;{xxvii) In carrying out these recommendations, the authorities 
should proceed tentatively and with caution. (Para. 

(xxviii) “We recommend that the amount of the annual rupee 
loans in India should be increased as much as possible. 
The figures of recent loans appear to have been some- 
what over-cautious. “We call attention to the questions 
of relaxing present regulations in regard to endorse- 
ments on rupee paper and of creating new forms of 
securities. (Paras. 167 to 169.) 

■(xxix) The Secretary of State sells Council Drafts, not for the 
convenience of trade, but to provide the funds needed 
in London to meet the requirements of the Secretary of 
State on India’s behalf. (Para. 186.) 

c(xxx) The India Office perhaps sold Council Drafts unneces- 
sarily at verv low rates on occasions when the London 
balance was in no need of replenishment, but we do not 
recommend any restrictions upon the absolute discre- 
tion of the Secretary of State as to the amount of drafts 
sold or the rate at which they are sold, provided that it 
is within the gold points, ihe amount and occasion of 
sales should be fixed with reference to the urgency of 
the Government’s requirements and the rate of ex- 
change obtainable, whether the drafts are against 
Treasury balances or against the Reserves. (Paras. 181 
to 185.) 

,(xxxi) There has been some excess of caution in the renewal 
of debt by the India Office during recent years. (Para. 
192.) 

oCtmr.ENCV' o 
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(xxxii) The svstem of placing portions of the .India Office* 
balance out on short loan with, approved borrowers in- 
tbe City of London is on tbe whole well managed, but: 
We draw attention to— 

(a) The term for which loans are made. 

(b) The desirability of giving greater publicity to* 
the methods by which admission is gained to the list 
of approved borrowers. 

(c) Some . defects in the list of approved securities 
and especially its narrow range. (Paras. 196 to 200.) 

(xxxiii) There is no ground fcrr the suggestion that the City" 
members of the Secretary of State's Council showed any 
'kind of favouritism in placing on deposit with certain; 
banks, with the directorates of which they were connect- 
ed, a part o’f the India Office balance jact a time wben 
it was too large to he placed entirely With the approved 
borrowers. But we call the attention of the Secretary 
of State to the desirability of avoiding as far as possible* 
all occasion for such criticism, though it maybe found- 
ed on prejudice and ignorance of the facts. (Bara. 202. );• 

(xxxiv) We observe that in our opinion the time has come for 
a general review of the relations of the India Office to- 
the Bank of England. (Para. 203.) 

(xxxv) The working of the present arrangements for the re- 
muneration of the Secretary of State’s broker should be 
watched, and if necessary they should be revised. 
(Para. 204.) 

(xxxvi) We record our high opinion of the way in which the 
permanent staff, both in India and in London, have per- 
formed the complicated and difficult financial duties: 
placed upon them. (Para. 7.) 

(xxxvii) We recommend a continuance of a Finance Committee 
of Council as providing the machinery most suitable for 
the work required. (Para. 208.) 

(xxxviii) The Finance Committee should, if possible, contain three 
members with financial experience, representing — 

(a) Indian Official Finance. 

(5) Indian Banking and Commerce . 

(e) The London Money Market. 

In any case there should be at least one member with: 
Indian financial experience. The absence of any repre- 
sentative of Indian finance on the Committee since 1911 
has resulted in giving undue prominence to the repre- 
sentation of London City experience. (Para. 210.) 

(xxxix) While we suggest that the changes recently proposed 
find now under discussion in the constitution of the 
India Council may require some modification in order- 
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■to provide for the continuance of a finance Committee 
of Council, we are in sympathy with, the desire for ex- 
pediting financial business, which is one of the objects 
in view. (Para. 214.) 

^(xl) The present arrangement under which the Assistant 
Under Secretary of' State, having financial experience, 
is able to share with the Financial Secretary the respon- 
sibility for financial business in the India Office has 
many advantages. For the future we recommend 
that either (1) the Under Secretary or Assistant Under 
Secretary of State should have financial experience as 
at present, or (2) there should be two Assistant Under 
Secretaries, of whom one should have financial experi- 
ence. (Para. 216.) 

i(xli) We are not in a position to report either for of "against 
the establishment of a State or Central Bant, but we 
regard the subject as one which deserves early and care- 
ful consideration, and suggest the appointment of a 
small expert committee to examine the whole question 
in India, and either to pronounce against the proposal 
or to work out in full detail a concrete scheme capable 
of immediate adoption. (Paras. 221, 222.) 

224. We desire to place on record our high appreciation of the 
•valuable assistance which we have received from Mr. Blackett and 
Air. Smith in the course of our inquiry. To Mr. Blackett in parti- 
cular we have entrusted a great deal of extremely important work, 
and he has discharged the duties imposed .upon him with great 
ability and unfailing courtesy and tact. 

AUSTEN CHAMBERLAIN (Chairman). 

FABER. 

KILBRACKEN. 

ROBERT CHALMERS. 

ERNEST CABLE. 

S. B. BROACHA. 

J. BEGrBIE. 

R. W. GILLAN. 

H. N. GLADSTONE. 

J. M. KEYNES. 


Basil P. Blackett, 

Secretary. 

Dated the 24th day of February 1914. 
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* Subject to note on p. 229. 
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Memorandum on Proposals foe. the Establishment of a State 

Bank in India. 

I. 

INTRODUCTORY. 

A Central Bank must necessarily stand in a somewhat close 
relation to Government. If the Bank is to be useful, it must have 
the management of the Government balances and of the note issue. 
It would be contrary to experience elsewhere and to what seems 
^Seasonable for India to hand over these functions to a purely 
private institution. If. Government is to interfere at all, it cannot 
help involving itself in ultimate responsibility for the Bank, and 
if it is thus to involve itself, its powers must be sufficient to per- 
mit an effective supervision. From a Government with feeble 
powers and placed in the position of interested but irresponsible 
-critics, there would be a greater likelihood of vexatious inter- 
ference; while too great a dependence on the terms of the Bank’s 
charter must tend to make these terms rigid and narrow for prac- 
tice. 

The constitutions of the principal State Banks. of Europe and 
of the Bank of Japan are briefly outlined in an appendix to this 
Memorandum. Their general character points overwhelmingly to 
the conclusion that the higher executive officers responsible for the 
policy and administration of the Bank must be appointed by Gov- 
ernment and rest under its ultimate authority. In all State Banks 
of importance the influence of the shareholders is chiefly consul- 
tative and advisory. 

If these preliminary points are granted, we are at once faced 
with a somewhat different proposal from that which the Govern- 
ment had before them in 190(1 — 1902; The position at that time 
seems to have been that, if the Presidency Banks would amalgamate 
on their own initiative and also increase their capital by a sub- 
stantial amount, the Government would seriously consider the 
handing over to them, on terms to be discussed later, of the 
management of the paper currency and the use of a large portion 
of the public balances. The advantages to be gained by the Presi- 
dency Banks were insufficiently certain or precise, and the pro- 
posals fell through. Several of the difficulties which have ap- 
peared serious to some of our witnesses are more relevant, I think, 
to the proposals of 1900 — 1902 and to the popular idea of a State 
Bank thus fostered than to the proposals to be developed below. 

The question why anyone should wish to set up a State Bank 
and the advantages to be got from it are treated in section VIII. 
Section II is devoted solely to the problem whether it is feasible to 
devise for such a Bank a working constitution. 
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The main difficulties to be faced ai‘e the following : — 

(i) To combine ultimate Government responsibility with, a 

high degree of day-to-day independence for tlie author- 
ities of the Bank. 

(ii) To preserve unimpaired authority in the executive officers 

of the Bank, whose duty it would be to take a broad and 
not always a purely commercial view of policy, and at 
the same time to make use of the commercial instincts 
and commercial knowledge of representatives of the 
shareholders. 

(iii) To maintain in the day-to-day management of the Bank 
the high degree of decentralisation to which great im- 
portance is rightly attached in the case of so large a 
Country as India.* 

[Further points, such as the status of the Bank in [London, the 
method of regulation of the note issue, the division of profits 
between the shareholders and the Government, no doubt present 
difficulties. But these must certainly be capable of some solution- 
Fundamental objections to the proposed Bank must arise out of its 
failure td satisfy the three main conditions set out above. 

An. outline constitution so far as affects these three fundamental 
points is given below. 


II. 

OUTLINE CONSTITUTION, SO FAB- AS CONCERNS THE 
•RELATION OF THE BANK TO GOVERNMENT, THE 
ROWERS OF THE SHAREHOLDERS, AND DECEN- 
TRALISATION. 

1. The supreme direction of the Imperial Bank of India shall 
be Vested in a Central Board of three members, consisting of the 
Governor of the Bank (who shall be Chairman), the Deputy Gov- 
ernor, and a representative of Government, together 'With three or 
more Assessors. 

2. The Governor shall be appointed for periods of 5 years (sub- 
ject to age limit) by the King on the recommendation of the Secre- 
tary of State, and shall be removable in like manner. He shall 
be eligible for re-appointment . The salary of the Governor shall 
be tea.. i;00;000 per annum. t 

3. The representative of Government shall l>e appointed by the 
Viceroy and shall be, in general, the Financial Member of the 

* As the Government of India Wrote to the Secretary of /State when 
advocating the establishment of a Central -Bank (January 18, 1900): — 

“Nothing would be more unwise than to discard the valuable local know- 
ledge* skill and experience of the existing directorates and managements of 
the Presidency Banks .’ 3 

+ These 'figures are put forward very tentatively, to suggest the status 
of the officers affected. 
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Yiceroy’s Council, the Member for Commerce and Industry, or tbe 
Secretary from tbe Department of one of them.* 

4. The Assessors shall be the Managers of the three Presidency 
Head Offices (see below) and of such other Head Offices as may be 
created hereafter, or their Deputies. The Assessors shall have the 
right to attend any meeting of the Central Board and to lay their 
views before it, but shall not vote. The Central Board shall also 
have the right to summon any of the Assessors to atttendance. 

5 ; The Deputy Governor of the Bank, and Managers of the 
Presidency Head Offices, who shall all be of the same status and 
receive salaries of Rs. 60,000,+ shall be appointed by the Yiceroy 
on the nomination of the Governor of the Bank and of the Govern- 
ment representative on the Central Board. But the appointment 
of a Manager to a Presidency Head Office shall be subject to the 
approval of the Presidency Board (including representatives of the 
shareholders) of the Head Office in question. 

6. Within the limits of the Bank Act, the Central Board shall 
have absolute authority, and the signature of the Governor sup- 
ported by a majority vote of the Board shall be legally binding 
upon the Bank ; save that the representative of the Government 
shall have discretionary power (for use in emergencies only) to 
suspend the carrying into effect of any decision until it has" been 
reported to the Yiceroy, with whom shall lie an ultimate right of 
veto. 

7. The Central Board, which will have no direct dealings with 
the public, shall have its offices and establishment located at Delhi 
(or Calcutta). Its members will keep in touch with the chief com- 
mercial centres of the country, partly by the attendance from t im e 
to time of the Assessors, and partly by touring on the part of the 
Governor or his Deputy. 

8. All transactions between the Bank and the public in India 
shall be under the authority of one or other of the Head Offices. 
In the first instance, Presidency Head Offices shall he established 
at Calcutta, Bombay and Madras, and the spheres of influence of 
these Head Offices shall he the same as those of the existing Presi- 
dency Banks. £ 

9. Each Head Office shall he under the direction of a Presi- 
flency Board, consisting of the Manager (who shall be Chairman 
a ;?”kave the casting vote), the Deputy Manager, a representative 
oi the Bocal Government, and three (or four) unofficial members. 

10. The unofficial members shall he elected by the shareholders 
on the local register of each Presidency from amongst their own 
number. 

11. Any business, within the limits of the Bank Act, and not 
contrary to the express instructions of the Central Board, entered 
into by a Presidency Board, shall be legally binding on the Bank. 

has\^n t late& 0 “nnounc r el * Currency ’ the P ro P° sed appointment of whom 
the ^officers ^Sected^ PUt forward ver y tentatively, to suggest the status of 
t Including Ceylon, as at present in the case of the Madras Head Office. 
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12 . Although the Central Board shall have authority to issue 
instructions, to which the Presidency Boards shall be subject, on 
all matters, nevertheless in general, and failing special prior 
Instructions to the contrary, a Presidency Board shall have entire 
discretion to transact on its own authority all business of the fol- 
lowing descriptions : — 

(1) To discount Indian (rupee) trade bills, maturing within a 

maximum period of six months, subject to a minimum 
rate arranged from time to time in consultation with 
the Central Board; 

(2) To rediscount sterling trade bills, bearing the endorsement 

of another bank, subject to a minimum rate arranged 
from time to time in consultation with the Central 
Board, and subject to daily report to the Central Board. 

(3) To make interest-bearing loans (subject to a minimum rate, 

etc.), for periods not exceeding six months, against such 
kind of security as is permitted by the Bank Act. 

(4) To buy and sell in India, subject to daily report to the 

Central Board, gold bullion and such bonds and secu- 
rities as may be dealt in according to the provisions of 
the Bank Act. 

(5) To provide trade remittance for customers to all parts of 

India, and private remittance to London subject to cer- 
tain conditions. 

(6) To accept interest and non-interest bearing deposits, sub- 

ject to a maximum rate, etc. 

(7) To accept valuable goods for safe keeping. 

(8) To open, staff, and control branch banks at any place 

within the Presidency Board’s sphere of influence. 

13. A general report on all such transactions shall be forwarded 
to the Central Board weekly, and more frequently when the Presi- 
dency Board think it desirable, or the Central Board request it. 

14. In regard to the rates charged for discounts and loans, and 
allowed on deposits, the Presidency Boards shall be free to vary the 
rate charged in individual transactions and at their different 
branches, subject to minimum (or maximum) rates, fixed weekly 
/or in emergency more frequently) in consultation with the Central 
Board. 

III. 

DISCUSSION OF THE OUTLINE CONSTITUTION. 

The object of the above draft proposals is merely to indicate in 
a more precise way than is otherwise possible the kind of relatione 
which are contemplated between the Government, the Central 
Board, the Presidency Boards, and the shareholders. It will be 
worth while to discuss these points more fully and to consider also 
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how far such, proposals satisfy the three fundamental conditions 
-which were laid down in 1. 

X . First, as regards the relation of the Bank to the Government. 
The creation of such a bank as is here proposed certainly increases 
in a sense the responsibilities of Government. But there are two 
senses of the 'term “ responsibility ”. The Government may be 
said to be responsible if, in the last resort, it is the Government 
that has to come to the rescue. Or it may be held that it can only 
be called responsible if, in addition to this, it is the proper object 
of criticism or blame if anything goes wrong. Those acquainted 
with the present banking position in India would maintain, I think, 
that the Government already possesses responsibility in the first 
and more important sense. So long as they manage the note issue, 
and maintain large cash balances outside the ordinary banking 
system, they are bound to come to the rescue of the Presidency 
J^anks in the event of a widespread crisis involving the banks 
generally. 

The prevention of occurrences contrary to the public interest, 
rather than the avoidance of responsibility, ought in general to 
be the first object of Government. The only good reason for avoid- 
ing responsibility in the first sense is in the case of kinds of action 
which Governments are not competent or have not the machinery 
to perform well; and the only good reason for avoiding it in the 
second sense, when it already exists in the first, is in cases -where 
explicit responsibility would involve them in such unpopularity or 
criticism as might impair their general efficiency. It cannot be 
maintained that some responsibility for banking, seeing that it is 
in fact undertaken by nearly all civilised Governments, is ipherent- 
ly undesirable. The, undesirable features in the Government’s 
present degree of responsibility for these things in India are rather 
due to the lack of suitable machinery. I need not enlarge on this. 
There is an absence of trained experience and specialised know- 
ledge on the part of those responsible, so that financial duties, are 
apt to be thrown on officers concerned, during the greater part of 
their careers, with quite other things. The business is of a kind 
where immediate action, and undivided responsibility in regard to 
details is essential, whereas, if it is dealt with in the ordinary mills 
of Government, this is nearly impossible. But given a suitable 
machinery I do not see why anyone should wish to' divest Govern- 
ment of the duties in question. That the solution lies in the provi- 
sion of a more suitable machinery, rather than in the getting rid 
of existing functions, has been strongly impressed on me in the 
course of the Commission’s deliberations. This more suitable 
machinery the, creation ofia State Bank afiords. 

^t seems clear that Government cannot entrust any of its exist- 
ing duties to private hands . It has also become plain that, whether 
a State Bank is established or not, Government,' so far from relin- 
quishing old duties, must bend itself to new ones. The functions 
of. the note issue,, it is generally agreed, must be extended, and an 
..element of discretion must he introduced where there was previously 



hone . As in "the ease of the note issue, so in the case of the cash 
balances, there must be less rigidity of rule and more discretion. 
Now, with a State Bank all this Would be easy, and there are 
plenty of precedents to look to ; but as soon as an attempt is made 
to vrork Out precisely by what sort of procedure these objects are 
to be attained in the" absence of a State Bank, it becomes apparent 
that it is not altogether through chance or obtuseness that such 
desirable changes have not been made long ago. The existing 
system has been deeply conditioned by the absence of a State Bank. 
The history of the management of the cash balances, for example, 
bears witness to this. At no time has any one supposed the exist- 
ing system to be perfectly satisfactory. It has established itself 
because it is the only system which frees the officials from the 
exercise of a discretion for which they do not feel themselves com- 
petent and from which they therefore shrink. The evidence is 
that actual practice has always tended to be more rigid than the 
actual letter of the rule laid down by the Secretary, of State ; and 
naturally enough. Similarly in regard to the paper currency. In 
the first instance, no doubt," the system was set up in uncritical 
imitation of the Bank of England’s, and under the influence of the 
theory that it was a positive advantage for note issue to he sepa- 
rated from banking ; but for 30 years at least this theory has lacked 
vitality or offspring, and note issue in India has remained divorced 
from banking because there has been no bank to join it to, and 
because, for a rule-of-thumb system, it is a fairly good one. 

The choice lies between a good deal of responsibility without 
thoroughly satisfactory machinery for the discharge of it; and a. 
little more responsibility with such a machinery. The balance of 
advantage is with the second alternative. 

As regards the Secretary of State’s exposure to pressure or 
parliamentary criticism of an undesirable kind, the creation of a 
State Bank Would, without question, improve and strengthen his 
position. Be cent experience shows that he cannot, under the pre- 
sent system, resist cross-examination on minute details of financial 
management. If arrangements are introduced for loans from the 
cash balances and for some degree of regulation of the currency 
reserve by discretion, will he not be liable to all kinds of questions 
in Parliament on details of executive policy? If the Government 
of India is lending three erores from the cash balances and some 
business men think they would like four erores, what will there he 
to prevent the working up of a strong agitation by means of the 
Press, daily fed and inflamed by questions in the House, for lend- 
ing on a larger scale? I do not see how the Secretary of State 
could be more exposed than he is to what may really be a most 
undesirable thing, namely, cross-examination on actions Which are, 
in truth, none of his business. 

The State Bank, on the other hand, would have a high degree 
of independence; and there would be numerous . questions to which 
the Secretary of State’s proper answer would be that it was entirely 
a matter for the Bank. He would never admit, for example, the 
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faintest degree of responsibility for tbe precise level of tbe bant 
rate at a particular moment. Tbe Secretary of State would be 
behind the Bant, but his authority would only come into play on 
rare and important occasions. On important changes of policy 
and on alterations of clauses in the Bant Act, the Secretary of 
State would have the last word and with it the responsibility. If 
over a period of time there were a widespread feeling that the 
regular administration of the Bank was ill-conducted, it^ would be 
his duty to grant an inquiry and to act in the light of its report. 
But for the ordinary daily work of the Bank he would necessarily 
disclaim responsibility to a far completer extent than is at present 
possible in the case of any of the financial business now conducted 
by the Government. The method of appointment suggested above 
or the Governor and Deputy Governor is intended not to make 
them Government officials, but to place them in a position of con- 
siderable independence. A State Bank would certainly act as a 
buffer of no little importance between the Secretary of State and 
external pressure of an undesirable kind. 

This day-to-day independence of the Bank, which would inci- 
dentally prove a relief to the Secretary of State, would be abso- 
lutely essential from the Bank’s own point of view. It is not 
likely that the commercial community would acquiesce in any pro- 
posal where it was absent. Banking business must be outside the 
regular Government machine, ignorant of “ proper channels,” and 
free of the official hierarchy where action cannot be taken until 
reference has been made to a higher authority. The officials of 
the Bank should have precisely the same powers for the prompt 
transaction of business that the officials of the Presidency Banks 
have now. 

The presence of private capital is probably a considerable bul- 
wark against some kinds of political pressure. Continental expe- 
rience shows that private ownership of the Bank’s capital, even 
although the shareholders have no more than advisory powers, is 
an important safeguard of the Bank’s independence; and conti- 
nental writers have laid great stress on this.* 

The outline constitution given above has been designed with a 
view to these conditions. The Bank, though ultimately depen- 
dent on the State, would lie altogether outside the ordinary 
Government machine; and its executive officers would be free, on 
the one hand, from the administrative interference of Government 
and free also, on the other hand, from too much pressure on the 
part of the shareholders, in cases where this might run counter to 
the general interest. 

A State Bank of the kind proposed might really get the best of 
both worlds. It is difficult to predict how a new institution will 
work out in practice. But the advantages of a State and of a 

* &re Appendix B, 
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-private) institution may be, partly at any rate, combined. Repre- 
sentatives of the public interest must have the ultimate control, 
because a State Bank is given powerful monopolistic rights; and 
the public interest may not invariably be at one with the interests 
of shareholders, though on the whole and generally speaking the 
shareholders must benefit largely by their connection with the 
State. On the other hand the alliance of the State with private 
shareholders serves to keep the executive of the Bank in close touch 
with commercial opinion, and introduces that element of commer- 
cial self-interest, from which, in the present economic arrangement 
•of affairs, a State Bank, as well as private institutions, may derive 
a real advantage.* 

It may be added in this connection that the Governor and 
Deputy Governor of the Bank should invariably be persons of com- 
'mercial or banking, not of administrative or official, experience, 
and should be appointed, so far as may be possible or convenient, 
from the staffs of the Presidency Offices. Though it would not be 
wise to lay down any rule or principle on the matter, and while it 
-might be an advantageous thing to introduce from time to time 
officers whose banking experience had lain elsewhere, the Gover- 
norship of the Bank should be a position to which the leading 
officials of the Presidency Offices could reasonably look forward as 
a possible prize. It might, perhaps, increase public confidence in 
the non-official character of the Bank’s management and in the 
Government’s intentions, if it were definitely laid down that mem- 
bers of the English or the Indian Civil Service were ineligible for 
^appointment as officers of the Bank. 

2. Second as regards the relation of the Central Board to the 
Presidency Boards, and the arrangements for decentralisation. 
We are here presented with a problem wbicb is largely peculiar to 
India. But a little may be learnt from tbe organisation of the 
Bead Offices of the Reichsbank described in Appendix A ; and tbe 
establishment of local Committees or Directorates is fairly familiar 
in the case of mam* important banks doing business partly in 
Eondon and partly abroad. 

It is clear that the organism of the Central Board must be 
.quite distinct from that of any of the Presidency Head Offices. It 
would be undesirable, e.g ., that the Calcutta Office should be 
superior in any way to the Bombay Office. The Presidency Boards 
and Presidency Offices must all be on a complete equality and 

* The same point is emphasised in the following quotation from the 
official history of the Reichsbank : — “Through the co-operation of the 
'■Reichsbank authorities, who are not interested in the financial profits of the 
Bank, with the representatives of the shareholders, who are practical busi- 
ness men, the Bank management is safeguarded, since it takes into consi- 
deration the interest of the public ; and at the jSame time the experience 
and business knowledge of the shareholders, who are financially interested in 
•the success of the Bank, are utilised in the guidance of the Bank. This 
bank organization, which strikes the mean between a purely State Bank and 

purely private one, has proved to be the best system according to t"b< x 
■ experience of most European countries.” 



stand in tiie same relation to the Central 33oard. Even if it provecE 
convenient for the offices of the -Central Board to he located in 
Calcutta, this Board would be quite distinct from the Bengal Presi- 
dency Board, just as the Imperial Government has been distinct 
from the Local Government of Bengal- This has not been a 
feature of earlier schemes, and the suggestion that one of the 
Presidency Offices would be in effect the Head Office of the. whole- 
Bank has been responsible for setting up local jealousies which the 
present scheme ought to avoid. 

•In the outline constitution given above, Delhi (or alternatively 
Calcutta) has been suggested as the headquarters of the Central 
Board. Delhi is open to a good deal of obvious criticism, but has,, 
on the other hand, some advantages. To place the Central Board, 
at Calcutta might lead to an undue overshadowing of the Bengal 
Presidency Board, as well as to a confusion in the public mind 
regarding the relation of the two Boards to one another. The 
suggestion of making the Calcutta Office the Head Office would 
no doubt commend itself to Calcutta interests. But there is no 
question of this ; and it is doubtful whether local Calcutta interests- 
would welcome a Central Board, on which Calcutta shareholders 
would, not be directly represented, in immediate proximity and 
with superior powers to their own Presidency Board on which local 
interests have ample representation. To fix the Central Board at 
£>elhi safeguards, on the one hand, its own impartiality and, on 
the other hand, the complete local independence of the Presidency 
Boards. This location would also facilitate the attendance of the* 
Government representative,* and would be geographically conve- 
nient both for touring on the part of the officers of the Central 
Board, and for attendance at meetings on the part of the assessors 
from the local boards. 

The chief objections to Delhi are, first, that this location would 
place the Bank too much under the direct influence of Government,,, 
and second, that the officers of the Bank would be too little in 
touch with commercial opinion. The first objection is obviously 
not capable of a precise answer and will appeal with varying force 
to different persons. But it may be pointed out that there is little- 
reason for supposing that high authorities will wish to interest 
themselves in the Bank’s daily transactions of which they will not, 
apart from the Government’s representative on the Central Board, 
have any official cognisance at all ; and that the Bank’s indepen- 
dence is considerably safeguarded by its constitution, and by the 
complete absence of connection with the Civil Service on the part 
of the Governor and Deputy Governor. The second objection is 
partly met by the following considerations. In the first place, the- 
Central Board is to have no direct dealings whatever with the 
public, to whom, therefore, so far as the transaction of business is 
concerned, its location will be a matter of indifference. In the 
second place, the Central Board would rely for its knowledge of the 

* It is understood, however, that the new Comptroller of Currencv is t"o» 
nave his headquarters at Calcutta. 
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■commercial situation partly on the not infrequent touring- of the, 
Governor or Deputy Governor, and partly on the attendance at its 
meetings of- the Managers of the Presidency Head Offices. Their 
knowledge of the general, position would probably be more com- 
plete in this way than if they were permanently fixed at some one 
Presidency town. The fact that the busy seasons iii different parts 
•of India are to some extent distinct, emphasises the convenience 
of touring on the part of the Bank’s highest executive officers. 

The duties of the Central Board would be chiefly concerned 
with bank rate, with the remittance of funds from one Presidency 
to, another, and between India and London, and with questions of 
general policy. But it might be advisable that they should also 
have directly under them an Inspection and Audit Department, 
not for the. purpose of controlling the Presidency Boards and the 
various branches of the Bank, but as an independent check, after 
the event, on the nature of the business done, and as a means of 
rendering more actual the ultimate responsibility of the Central 
Board for all the Bank’s transactions. 

The position of the Presidency Managers in their capacity of 
Assessors to the Central Board requires further explanation. It 
would not be practicable to make tbem complete members of the 
■Central Board, since this would imply more regular attendance at 
the Board’s meetings than would be compatible with their duties 
at their own Head Offices. At the same time, it is desirable that 
they should he in close touch with the Central Board in person and 
not only by correspondence. The proposed scheme is intended to 
make it possible for tbem to attend the Central Board on occasions 
when they can conveniently be absent from their own office, and 
when they especially desire to place their views or proposals before 
the Central Board in person. The Central Board, on their part, 
would be able to convene from time to time meetings at which all 
the Presidency Managers would be, if possible, present. While 
the Central board’s offices and establishment must be fixed, there 
is no reason why the Board itself should not meet from time to 
-time, if it should be found convenient, at various centres. 

One of the main points to be emphasised regarding the relation 
of the Presidency Boards to the Central Board is that all questions 
•.of individual credit would be ordinarily within the. discretion of 
J the Presidency Boards. The general magnitude, of the trans- 
actions of any kind must come within the cognisance and ultimate 
control of the Central Board. But the nature of the individual 
transactions making up the total, in general, should not. The 
Local Boards would thus possess substantial autonomy in the. dis- 
count of inland bills and in the granting of advances. In all 
matters relating to individual credit they would possess the same 
independence as each Presidency Bank has now. They would also 
control the. movement of funds within their own Presidency. 
They would, therefore, be., able to conduct all ordinary, business 
with members of tbe public witb exactly the same degree of 
.despatch as at present and without reference to higher authority. 
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3. Third, as regards the relation, of the Bank to its- shareholders- 
The chief points to he considered are the fair treatment of the* 
shareholders in regard to their share of profits, the utilisation of 
the commercial knowledge and the commercial instincts of the* 
shareholders’ representatives, and the maintenance of the supreme* 
authority of the Bank in the hands of officers who are not open to 
pressure” on matters affecting the public policy and the general 
good of the commercial and hanking community. 

The question of profits is treated in the next section of this- 
Memorandum. The other two considerations are dealt with in the- 
proposed scheme, on the one hand by constituting half (or; perhaps,- 
a majority) of each of the Presidency Boards from representatives 
of the shareholders and by requiring the approval of these represen- 
tatives to the appointment of the Managers of the Presidency Head-* 
Offices ; and on the other hand by giving the shareholders no direct 
representation on the Central Board, though allowing them full 
opportunity of access to this Board and of laying their views 
before it through their local Managers. It might also be proper, 
as in the case of the Beichsbank, to distinguish certain questions, 
such as the drawing up of the annual balance sheet, on which- 
special attention should be paid to the views of the shareholders’ 
representatives . 

Such limitation of the powers of the shareholders as is proposed 
in this scheme may appear to Indian opinion a somewhat novel* 
feature which is open to criticism. But it is, I think, an un- 
avoidable consequence of the great privileges and responsibilities" 
of a State Bank, and does not go so far as in most of the State** 
Banks of Europe and elsewhere. 

IV. 

CAPITALISATION OF THE BANK AND DIVISION OF 

PROEITS. 

There is no question but that the nucleus of the new Bank is to "’ 
be obtained by the amalgamation of the capital and reserves of the 
three Presidency Banks. 

Continental . experience suggests (see Appendix A) that it is 
probably inadvisable for the Government to subscribe any part of 
the capital of the Bank itself. Subscriptions from the Government 
are not necessary (see what is said below in regard to proposals for 
an increase of capital), and would complicate rather than simplify - 
the relations between the Government and the shareholders. 

It is proposed that the assets of the three existing Banks be • 
taken over in the following manner : — • 

(1) The existing assets of the Banks to be accurately valued.*' 5 

* As they stand at present in the hooks of the Banks, the asset® are almost": 
certainly undervalued. 



(2) The reserves of each, to be levelled, so as to bear tbe same- 

ratio to their respective capitals, by reducing reserves 
and paying* away tbe excess to the shareholders, or by 
increasing the reserves out of earnings as may be deter-- 
mined hereafter.* 

(3) One share in the State Bank to be issued to shareholders- 

for each share held in the Presidency Banks. 

When tbis has been carried out, is any further increase oh 
capital desirable? Earlier proposals for a Central Bank have 
attached a good deal of importance to an increase of capital. Butr- 
this has probably been the case because these proposals have ap- 
proached the question from a somewhat different point of view. 
The Government have often in the past given the low capitalisa- 
tion of the Presidency Banks as a reason why they did not care to- 
deposit a large part of their free balances with these banks. This 
objection was applicable in hardly less degree to a Central Bank 
which was merely an amalgamation of the existing Presidency 
Banks. Proposals for such a Central Bank were coupled, there- 
fore, with proposals for an increase of capital. But the relation 
of the Government to the proposed State Bank will be such, that 
the additional guarantee which would be afforded by the subscrip- 
tion of further capital by the shareholders seems scarcely necessary .- 
The advantage of the additional capital to Gove rnm ent would only 
arise in the case of the Bank’s failure. In the event of so extreme- 
a calamity, the loss by Government of 1,000,000/. more or less 
would be, relatively, of small consequence — the other results of 
such an occurrence would be so far more serious. The constitution- 
of the Bank ought to ensure its being worked on such lines that the* 
contingency of failure, in the sense of insufficiency of assets to meet 
liabilities, is almost inconceivable. Moreover, if failure were to* 
result, it must be admitted, I think, that the responsibility of 
Government would be so great that they could scarcely remove the 
whole of their balances intact, leaving to the shareholders the whole - 
burden of the loss. 

The only other reason for an increase of capital is lest the Bauk- 
should suffer from an insufficiency of working capital in its daily 
business. I doubt if this is likely to be the case. The capital and 
reserves under the above scheme would amount to 5,000,000/., and' 
with the control of the paper currency and of the Government’s 
cash balances the resources of the Bank would be very great. 

If, however, it were held for any reason that some increase of' 
capital was desirable, it would not be difficult to raise it. Por 
example, new capital might be issued for 3f crores (doubling the 
existing capital) of which only 20 per cent, would be called up. 
The offer of such shares to the existing shareholders pro rata at a 
premium of (say) 100 per cent.f would be a valuable concession to 

* This will present no practical difficulty, as the ratios of reserves to*- 
capital in the three Banks happen ta be very nearly equal as it is. 

+ The existing shares of the Presidency shares stand at a premium of"' 
more than 200 per cent. 
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"them, or the issue may even be made at par if it is considered- poli- 
tic to offer great inducements. It may be assumed in either case 
that the shares would be taken up. While some such method as 
this might be advantageous if the object were to afford some addi- 
tional guarantee for the deposits, an insufficiency of working 
capital might be best met by an issue of preference shares. 
Power could be. taken in the Bank Act to issue 5 per cent, pre- 
ference shares to a considerable amount, only to be issued by 
degrees, if and when required. Although the issue of preference 
shares may appear! unusual to English bankers,* and is thrown 
.out merely as a suggestion, I do not see that it is open to objection. 

It would probably be wiser not to add the reserves of the exist- 
ing Banks to the capital and distribute them by way of a new issue 
of shares. Although this would mean, in effect, no more than a 
change, in book-keeping, it is open to the objection that it would 
weaken, in appearance, the balance-sheet of the new Bank and 
create an unwieldy nominal capital on which to pay dividends. 

It may be objected that the proposed scheme takes no account of 
the fact that the market values of the shares of the three Banks are 
not at all quite the same level. + It is not likely, however, that, 
when the assets have been revalued, the actual earning power of 
the Banks in recent years ascertained, and the necesssary readjust- 
ments made by payment of cash bonuses or otherwise, so as to 
bring the ratio of surplus assets to capital to the same proportion 
for each Bank, that any appreciable difference between the posi- 
tion of the three Banks will be apparent. If on investigation it 
were to appear that the real earning powers of the Banks or the 
ratios of surplus assets to capital are substantially different, it would 
be proper to make allowance for this. But everything points to 
the reasonableness of taking a broad view and treating all the 
Banks on a uniform plan. 

The question of the division of profits between the shareholders 
and the Government raises a problem of a good deal of difficulty. 
Apart from the question of prestige, the management of the 
note, issue and of the Government balances will provide the Bank 
with a considerable source of revenue, likely to grow in the future, 
in the fruits of which the Government must obviously share. 

One. method would be for the Bank to pay for the prestige by 
performing certain Government services without remuneration, 
and for the use of the public balances by a sum dependent on their 
amount and the bank rate; and for the Government to retain the 
estimated profits of note issue. This method would not be satis- 
factory. There is no certainty that the arrangement would work 
■ out equitably as between the shareholders and the Government. 
And the chief objection to it is in the inherent difficulty of sepa- 


* Nevertheless the “ A ” shares,- created this year by Barclay’s Bank, are 
not very different from preference shares. 

+ Market quotations, August 1913 : —Bank of Bengal, Rs. 1,700: Bank of 
B mbay, Rs.1,670 ; Bank of Madras, Rs. 1,440. In each case the quotation 
-is ror Rs. 500 shares. ■ ■■ 



rating the business of the Bank into compartments, and of deciding: 
how much of its net profit it has derived from each source. Such 
a method of division of profits runs counter to what ought to be 
an important principle Of a central Bank — the regarding of the 
Bank’s operations as a whole. 

In the case of the Bank of Prance, the Government receives no 
direct share of the profits of the Bank, but gets its benefit in a 
rather complicated way by a number of indirect services and pay- 
ments. But the normal continental arrangement is one in which, 
the Government receives its advantage partly by the free per- 
formance of services on the part of the Bank, partly by a tax on. 
the note issue, and partly by a share in the profits. The arrange- 
ments which govern the distribution of the profits of the Reichs- 
bank are given, as the leading example, in Appendix C. The 
details of the German plan are not suited to the Indian condi- 
tions ; but the general idea running through it is, I think, a good, 
one. 

In the case of the Imperial Bank of India, I suggest something 
of the following kind : — 

1. The Bank shall perform without special remuneration the 
following duties : — 

(a) To purchase gold bullion at a notified rate, to issue (but 
not mint) gold and silver, to manage the note issue and 
the custody of the Paper Currency Reserve. 

(h) To accept payments and make disbursements on behalf of 
the Government (Imperial and Local) at all places 
where the Bank has set up a branch. 

(c) To manage the Government debt in India. 

2. The Bank shall pay to the Government annually a sum equal 
to the present income from the sterling * investments now in the 
Paper Currency Reserve, and from such investments as may be 
transferred from the Gold Standard Reserve in exchange for gold 
{see below). The Bank shall also pay over the proceeds of any tax 
chargeable on excess issues of paper currency {see Regulation of 
Note Issue, below). 

3. The annual net profit of the Bank, after due allowance for 
depreciation, preference dividend (if any), etc., and after deduct- 
ing payments to the Government under (2) above, shall be dealt 
with in the following manner : — 

(a) A regular dividend of 10 per cent, on the ordinary capital 

to be distributed among the shareholders, being made 
up to this amount from the reserve, if the net profits 
fall short of 10 per cent. 

(b) Of the remainder, after payment of 10 per cent, two-fifths 

to be transferred to the reserve when this remainder is 

* For the treatment of the rupee investments now in the Paper 'Currency 
Reserve, see below. 



200 


not more than 20 per cent, of the capital, and. one-third 
when it exceeds 20 per cent. 

(c) The divisible surplus, after deductions (a) and (6), shall 
accrue to the shareholders up to an additional 5 per cent, 
of their capital, and thereafter to the shareholders in 
the proportion one-third, and to the Government in the 
proportion two-thirds.* 

The effect of these provisions is shown in the following table; — 


In Percentages of the Capital. 


Net 

Profits, 

Percentage. 

Percentage 

to 

Shareholders. 

Percentage 

to 

[Reserve. 

Percentage 

to 

Government. 

8 

10 

— 2 

... 

10 

10 

#** 


12 

in 

It 

... 

15 

13 

2 

... 

16 

13* 

2* 


18 

14f 

3* 


20 

15* 

4 

* 

22 

is** 

4* 

Vr 

25 

16* 

6 

2 

28 

16** 

7* 

3*f 

30 

17* 

8 | 

4f 


At present the net profits are approximately 17 per cent., of 
which 14 per cent, is divided and 3 per cent, placed to reserve. 
Under the above scheme the Government receives no share until 
15 per cent, is being divided amongst the shareholders and nearly 
4 per cent, placed to reserve. Thus, the position of the share- 
holders is almost certainly improved, and the Government take no 
appreciable part of the profits unless the control of the paper cur- 
rency, the custody of the Government balances, and the prestige 
attaching to a State Bank have the effect of raising the profits very 
greatly above their present level. Those who believe that the 
•establishment of a State Bank may have a very beneficial effect on 
Indian commerce and banking, will think it wise to facilitate such 
a course by a fairly generous offer to the existing shareholders. 

One or two points may be added. 

* Provision should probably be made for an increased proportion to 
■Government and. diminished proportions to the shareholders and to reserve, 
•in the event of the net profits ever exceeding 30 per cent. 
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There lias been, a wise provision in the successive arrangements 
"between the State and the Bank of France, by which the Bank is 
bound to open a certain number of additional branches within a 
given period of years. This undertaking is reckoned, as it were, as 
part of the payment made by the Bank for its privileges. In the 
case of the Bank of India, I suggest that while the Presidency 
Hoards shall have discretion to open branches wherever they wish, 
they shall also be required to open them at the request of the 
Central Board, and that it shall be the declared policy of the 
Central Board to open branches, as rapidly as opportunity offers, 
nd the necessary staff and organisation become available, at most 
: laces where there is now a District Treasury. * 

There must also be conditions, as in the constitution of the 
Beichsbank, providing for the revision of relations between the 
shareholders and the Government. 

1. The Bank Act shall be reviewed at intervals of 10 years, and 
shall be subject to equitable revision at the option of Government 
or at shorter intervals with the concurrence of the shareholders. 

2. At each decennial revision the Government shall be free to 
take over the whole goodwill and assets (including the reserve) of 
the Bank at 25 years’ purchase of the average of the sums payable 
to the shareholders in the five years preceding. 

The first provision may seem to place the shareholders some- 
what at the mercy of the future good faith of the Government. 
But it is difficult to limit the authority of a sovereign power. 
Every institution, however purely private, is ultimately dependent 
on the Government’s equitable regard for existing interests. 
From a Government which was deliberately prepared to revise the 
charter inequitably, even a Presidency Bank would hardly be safe. 

The profits of an Indian Bank are likely to be very fluctuating. 
It might be advantageous, therefore, if the shareholders were com- 
petent to form a reserve for the equalisation of dividends, which 
should remain wholly their own property in all circumstances. 
This might be invested in Government paper, or held by the Bank 
on payment of interest at a rate equal to the average bank rate 
during the year. 

V. 

BEGTTLATIOH OF THE 1STOTE ISSUE. 

The chief object of the principles set up in 1844 to govern the 
Bank of England’s note issue was the certain avoidance of those 
evils attendant on an inconvertible and inflated paper currency. 


* These are 271 in number, while the Presidency Banks have at present 
.only 35 branches between them. It will naturally take some time, therefore, 
to complete this policy of expansion. 
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of which the history of the previous half century had contained 
notorious instances. In attaining this object by too rigorous a 
set of rules the utility of the note issue was destroyed. The main 
function of the Bank of England’s notes at the present time, apart 
from a very few special types of transaction, is to supply the Joint 
Stock Banks with a convenient form of bullion certificate more 
easily handled than bullion itself. The inconveniences which 
would otherwise have arisen have been avoided, however, by the 
great development of the Cheque system. 

Abroad the Bank of England’s principles have found no imita- 
tors. But in India they were adopted in I860 and still persist. 
The effect of their rigour is not moderated by any widespread use 
Of cheques. Many authorities are now agreed that some develop- 
ment of elasticity in the note issue is, therefore, required. 

When we look to the experience of other countries, of which 
much has now accumulated, as to how this elasticity can be best 
obtained, the following alternatives are before us : — 

(i) A fiduciary issue fixed in amount , as in the case of the 

Bank of England, but with power to exceed it (until 
"the cash falls to a certain minimum -proportion ) on 
payment of a tax. This is the system in Germany and 
elsewhere. 

(ii) A fiduciary issue fixed in proportion to the note issue. 

(iii) As in (ii), but with power to exceed the proportion on 

payment of a tax. 

(iv) No rules but the discretion of the bank of issue to govern 

the amount of the reserve, but a limitation to the aggre- 
gate issue of notes. This is the system in France, 
where the maximum placed on the aggregate issue has 
been raised from time to time whenever the actual issue 
showed signs of approaching it. 

In the choice of a system for India, the fourth of these alter- 
natives can be put on one side. The second ought to be neg- 
lected also. For on this system, when once the prescribed propor- 
tion has been reached, not a single additional note can be en- 
cashed without a breach of the Bank Act; for if one note is cashed, 
the fiduciary issue, being the same as before while the cash is less, 
must exceed the prescribed proportion. 

Our choice lies, therefore, between (i) and (iii). Between these 
two there is not really any very substantial difference. For when 
the amount is fixed from time to time, it is naturally fixed so as 
to be some reasonable proportion of the total. In the case of a 
country with a rapidly growing note issue, the advantage lies, X 
think, with (iii) ; otherwise frequent legislative changes will be 
required. Germany adopted (i) in the first instance, because it 
seemed less of a break with the Bank of England’s system ; but, as 
their note issue has developed, frequent legislative changes have 
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been necessary to raise the amount of the untaxed^fiduciary total, 
so, as to make it a reasonable proportion of the whole circulation. 

Iu what follows, therefore, I propose, for India a variety of 

(iii) : — 


Proposed- Rules to govern the Indian Note Issue* 

1. Up to 40 per cent, of the gross* circulation of notes may be 
held in a fiduciary t form without payment of tax, the balance 
being held in cash (gold or rupees). 

2. Up to 60 per cent, may be held in a fiduciary form., on pay- 
ment of a tax to the Government at the rate of 5 per cent, per 
annum on the excess of the. fiduciary issue above 40 per cent, of the 
total circulation. 

3. The proportion, in a fiduciary form, shall never exceed 60 
per cent., i.e., the proportion of cash shall never fall below 40. per 
cent., save that the Secretary of State. in Council shall have, author- 
ity, in emergency, to. suspend; the. provision of the Bank Act which 
•enjoins this. 

The propriety of the particular percentages here proposed is, 
of course, a separate question from the propriety of the principle. 
In judging of it, we must bear in mind that, while the percentage 
given in (i), i.e., 40 per cent., is what one would expect the Bank 
to work up to not infrequently, the percentage given in (2)., i.e*, 
60 per cent., is an outside limit, which the Bank would never work 
near to except, possibly, on occasions of dangerous crisis. Bor if 
it ever worked near to 60 per cent., the encashment of a few notes 
would put it in danger of having to apply for a suspension of the 
Bsanh Act. Thus, if the absolute, maximum is fixed in the form of 
a proportion, plenty of margin must be allowed, and the maximum 
proportion must be fixed well above what would be thought the 
highest reasonable proportion for normal times. If comparisons 
are to be made, this figure is considerably more cautions than the 
•corresponding figure for the Reichsbank. The, legal maximum 
proportion for their fiduciary issue is 67 per cent., but as the 
so-called “ cash ” includes some items which are not cash at all, 
the corresponding, figure may he put at 7Q par cent. In September 
19il the Reichsbank actually worked, up. to 57 per cent., holding 
only 43- per cent, in cash at the end, of that month,. 7n September 
191,2 they worked up to 50. per cent. This year the authorities 
have, felt that to work up to such a figure in comparatively normal 
circums.tance. may be, incautious, and they have somewhat strength- 
ened their position. But no one has suggested that they should 
lower the proportion up to which they are legally 'entitled to work. 

* This is Interpreted "below to include the notes held by the B^uk itself 
in reserve, as well as the “active 7 ’ circulation. 

+ What fiduciary form, is discussed below. 
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I am clear, therefore, that it would be unwise, in the case of India,, 
to fix the legal maximum below 60 per cent, (i.e., to fix the legal 
minimum of cash above 40 per cent.). Plenty of “ play 5 ’ ought 
to be allowed for occasions of emergency, when even . a suggestion 
of a suspension of the Bank Act might provoke panic. But it is- 
equally clear that the normal maximum ought to be well below 
this amount. For this, reliance must inevitably be placed on the 
judgment of those in authority at the Bank, and not on legal 
safeguards. 

The propriety of the figure, namely, 40 per cent., fixed in (1) is 
much more open to question. It partly depends on how much tax 
is to be paid on excess, issues. I believe that it would be safe to 
allow the Bank to work up to this amount before any pressure need 
be put on the authorities, other than their own judgment, to raise 
the bank rate. But no principle is involved in the choice of this 
particular figure. 

The existing fiduciary issue was 24 per cent, of the average gross 
and 26 per cent, of the minimum gross circulation in 1911-12 ; 
and the corresponding figures (estimated) in 1912-13 were 21 per 
cent, and 24 per cent. Precise comparison with the Beichsbank is 
not possible, because at any given date their fiduciary issue is a 
fixed amount and not a fixed proportion ; but a study of the figures 
suggests that 40 per cent, is about the equivalent of German 
practice. 

We may take the present normal minimum gross circulation at 
about 60 crores of which from 42 to 45 crores is active (i.e., ex- 
cluding Government Treasuries and Presidency Banks); of this 14 
crores is now held invested. The notes now held in Government 
Treasuries, as well as those now held in the Presidency Banks, 
would be held in the reserve of the new Bank, although, presum- 
ably, the former would not be maintained at their present magni- 
tude. We may assume that the Bank, like the Bank of England, 
would hold its whole cash reserve, apart from till money, in notes; 
(see below). 

Now, if in the slack season there were 40 crores in circulation 
and 20 crores in the Bank’s own reserve, the fiduciary portion could 5 
rise without payment of any tax to 24 crores. 

If in the busy season the active circulation rose to 45 crores and 
the reserve fell to 15^ crores, the fiduciary portion could rise, as- 
before, to 24 crores without payment of tax, and 4 crores higher on 
payment of a 5 per cent, tax on the excess 4 crores, a safe margin 
being still preserved below the permissible maximum of 36 crores 
Recent experience shows that the circulation would frequently rise 
higher than this. J 

This scheme would, therefore, put very large funds at the dis- 
posal of the Bank. Nor would any risk be run of inability to 
encash the notes, as is shown in the following table, which gives- 
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"the percentage of cash to active circulation in each of the hypo- 
thetical cases instanced above and in some others also : — 


In crores of Kupees. 


Active Circulation. 

Notes 

in 

Preserve, 

Fiduciary Issue. 

Cash.. 

Percentage of 
Cash to Active 
Circulation. 

40 

20 

24 

36 

90 

45 

15 

24 

36 

so 

45 

15 

28 

32 

71 

50 

20 

28 

42 

84 

50 

20 

SO 

40 

£0 


Further, probably 10 to 15 crores of the reserve held against 
the fiduciary issue ( see below) would be held in sterling securities 
or sterling bills, capable of being realised in London. Thus more 
than 100 per cent, of the active circulation would be held either in 
cash or in sterling securities. 

Finally the existence, quite apart from the Paper Currency 
[Reserve, of a large sum in gold coin (if proposals to this effect are 
adopted) in the Gold Standard Reserve must be borne in mind when 
the possibility of grave emergencies is in question. In all ordinary 
times the existence of the Gold Standard Reserve should be treated 
-as irrelevant to the proper magnitude of the Paper Currency Re- 
serve ; but against very grave emergencies, when the Government’s 
guarantee of the note issue ( see below) may possibly be required, 
-the coin in the Gold Standard Reserve would provide a temporary 
bulwark, pending the realisation of the sterling securities. 

It would hardly be reasonable, I think, to criticise the above 
•scheme on the ground of insecurity to the holders of notes.* These 
figures also bring out the essential wastefulness of the present 
system. More than 100 per cent, of the active circulation is now 
held in cash. 

So far merely the amount of the fiduciary issue has been dis- 
cussed, and not the form of the securities to be held against it. At 
present 10 crores are held in rupee paper and 4 crores on Consols. 
It is suggested below that 6 crores in Consols should be transferred, 
in exchange for sovereigns, from the Gold Standard Reserve. This 
would make 20 crores in all of permanent investment, and this is 
•certainly the highest figure at which the permanent investment 
ought to stand at present; perhaps it is too high. 

The security for the fiduciary issue, beyond the 20 crores of 
permanent investment, should consist of approved securities (Gov- 

* The normal proportion of cash to active circulation would be higher 
than in most European systems of note issue, higher even than in the case o£ 
the Bank of Prance. 
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eminent paper and possibly a few others) temporarily transferred 
from those held by the Bank on its own account or pledged with it 
by its customers, and of bills of exchange,. both sterling and rupee. 
The securities, pledged with the reserve, should be taken at a safe 
margin below their market value. 

Bor the fluctuating part of the fiduciary reserve, bills of ex- 
change having two good names to them are far preferable to secu- 
rities, if they can be obtained. They come into existence precisely 
at the moment whent there is most need for additional currency and 
are liquidated when this need comes to a'n end. Securities, on the 
other hand, must be carried by somebody all the year round. 
Moreover the amount of securities forthcoming is likely to be 
limited. Suppose a Bank or a firm can get money at 5 per cent, 
on the security of Government paper and use it at 6 per cent, for 
three months in the year, then on the average of the year they 
make about 4 + £ (6 - 5) per cent., i.e., 4J per cent, it suits a. 
Bank to hold some 'Government paper. But the above calculation 
shows that a point would soon come when this Would not pay. ©ills, 
on the other hand, do not lock up money all the year round. To- 
discount at 6 per cent, and re-discount n't 5 is a much more profit- 
able transaction for a Bank than the transaction outlined above. 

Experience elsewhere shows 'that the elasticity of notes based 
on ‘Government paper is very limited, and that bills are the essen- 
tially suitable backing to that part of the note issue which is fluc- 
tuating and called into existence in the busy season only. The 
amount of Government paper which it suits the banks to hold, since 
it must be held all the year round, is not suddenly expansible ; nor" 
is it easy for them suddenly to liquidate their holdings, or, from 
the Government’s point of view, desirable that they should. The 
American note issue, which is based on Government paper, has 
proved hopelessly inelastic, and it is one of the principal objects of 
the projected reforms in ‘that country to introduce an elasticity 
based on the discount of the trade bills.* In all European coun- 
tries bills are the pivot on which the whole meaning and utility of 
the note issue essentially turns. 

* The 'following quotation from a recent communication to The Standard' 
about, the less well-known experience of Cape Colony is instructive: — “The 
Cape legal tender issue represents the only attempt to establish a scientific- 
system in South Africa, but it becomes increasingly clear that this system 
is not stilted to satisfy the larger requirements of the TJnion. The appilica- 
ticm of this system to the Union would necessitate, on the part of the banks 
of issue, the investment of additional funds in Government securities as 
cover^ which fact, in its turn ? would narrow the alreadv small margin between 
deposits and advances, and thus lessen the Bank's power to grant facilities. 
This system has already proved inelastic, despite its limited range, a fact in* 
itself proving^ its unsuitability for adoption as the note currencv of the- 
Union. Despite ‘the demand for currency by trade during the * last few 
years, the .Gape circulation has rarely exceeded 1 ? 200.000Z., although as long* 

a #° a® e *P ert s P^ced its natural level at 2,000,000? In 

short, the Banks are finding more profitable means of investment for their 
funds than Government securities, and the Cape note circulation conse- 
quently does not expand.” 
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The only question is how far bills of a kind suitable to. the port- 
folip of a State Bank would be forthcoming in India. It : might be 
a matter of. time before they would be available to the full extent 
which, is desirable. 

This, leads: us to the question of the relations of the State. Bank 
to other, banking institutions. The State Bank ought to aim, I 
think, to the greatest possible extent’ at re-discount, business. So 
far as possible, that is to say, it should aim at filling its portfolio 
with trade bills which have passed through the hands of another 
Bank or shroff or Marwari of high standing and have received their 
endorsements. This seems to me to be the right channel 1 through 
which the accommodation newly available should filter down to the 
great mass of Indian traders. The State Bank would have on its 
list certain Banks and private native financiers of high standing 
who would - be amongst its regular customers and for whom in 
general it would be prepared to re-discount freely. 

The power of rediscount might prove a powerful aid- to the 
development of Indian -Joint Stock Banks on sounder lines- than 
hitherto, and- involve at the same time a valuable check on them. 
For, on admitting a Bank to the re-discoimt list, the loeal manager 
of the Presidency branch would, require, from time to time, to 
examine, somewhat carefully, in confidence, t-hp Bank’s position ; 
and the risk of losiqg its position, on, the re-discount list might act*, 
to some extent, as a. deterrent to rash banking. 

Apart from this check, the creation of a re-discount market 
would render such Banks most vital- assistance. Indeed- I am 
doubtful how far it is possible for them to develop on really sound 
lines without it. Tjhe smaller the Bank, tjha lar<g©r, the number, of 
its branches, and; the. less developed, in banking habits tbe county 
in which it acts, the higher in proportion to its resources ought its 
free, cash reserves to be. If a. newly founded; Indian. Joint Stock 
Bank were tp keep sufficiently large cash: reserves to provide against 
all reasonable contingencies, it could scarcely hope, to earn, ade- 
quate dividends. At present, apart from, cash, such, a bank is very 
abort of modes, of so employing its resources as to keep, them fairly 
liquid. There is no one to whom they can. safely lend at call. A 
Bank which pays from 4 to 6 per cent, to its depositors cannot be 
expected to hold large quantities of high-class- investments- yielding 
barely 4 per cent. Such bills as they may get hold of ; must, pro- 
bably be held) until maturity. Inevitably they tend to lock, up in 
industrial, enterprise a. higher proportion of their resources than is 
wise. Spme recent failures seem to. be due to a different cause, 
not so much to the locking up. resources as to advances against 
worthless security. But, in really bad: times comparatively well 
•conducted institutions may find themselves in difficulty, not because 
their, security is worthless, but because it. ip temporarily unr 
-realisable . 

If a State Bank were to encourage the transaction of business by 
means of trade bills, through making bills easy things against 
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which, to obtain advances, native Banks might hope in time to* 
obtain more of them for their portfolios and would have something, 
which they could turn into cash at need by re-discount. 

In this matter of the development of • the use of trade bills, 
however, I am looking not so much to the immediate future as to 
the ultimate development of Indian banking practice on sound and 
.well-tried principles. 

Two further points in regard to the note issue remain for dis- 
cussion. 

The notes must, I think, remain Government notes in the sense* 
that the Government, in addition to the Bank, guarantees them. 
In this case they could preserve their present form and appearance 
unchanged, i.e ., they could remain, as they are at present, Govern- 
ment promissory notes payable on demand at certain places in legal 
tender money.* 

This should allay suspicion without laying on the Government 
any real additional burden. For if the Bank were, by a violent 
chance, to get into difficulties, there cannot be the least doubt that 
the Government would have to maintain the solvency of the note 
issue whether they had formally promised to do so or not. 

The remote contingency' of the Government’s having to give 
temporary effect to this guarantee could be properly laid on the 
Gold Standard Reserve. For, although an exchange crisis changes 
the form of the Gold Standard Reserve, it in no way affects the 
total amount of legal tender money held there. 

The Government’s guarantee carries with it as a necessary 
consequence — probably desirable on general grounds anyhow — the 
allocation of specific assets as cover for the note issue and a division 
in the Bank’s published accounts between the Issue and Banking 
Departments. Rather oddly, this feature of the Bank of England’s 
arrangements has not been generally imitated abroad. In the- 
normal continental type, no distinction is made between the reserve 
held against the note issue and the reserve held against other 
banking liabilities. Legally, the whole cash reserve is treated as; 
being cover for the notes ; and no notes are held by the Bank itself, 
so that there is no distinction between total and active circulation. 

* In 1900 the Government of India in a despatch (18th January 1 900) to- 
the Secretary of State regarding proposals for the transfer of the note issue 
to a central Bank, wrote:— “ As any change in the form of the note might 
involve temporary contraction in the paper circulation, as change in such- 
matters is peculiarly undesirable in India, and as the reserve would bo- 
under. the supervision and control of .Government, we should have no 
objection to the notes continuing in their present form, with the possible 
addition of the name of the Bank and the counter signature of the officer 
employed to supervise the reserve. We are of opinion, though not. for- 

f ;eiting the objections that have been previously raised to such a course in 
ndia, and indeed recently adverted . upon by so high an authority as Lord - 
Northbrook, that there is nothing in the peculiar circumstances of India 
to prevent the note issue being transferred to a Bank. "We are, moreover, 
disposed to believe that it- is through the agency of a Bank that the note- 
issue may have a larger development in India.” 
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'Among its assets the Bank must hold a sufficient quantity of secu- 
rity of a kind which is legal backing for the fiduciary part of the" 
circulation; but no part of the Bank’s securities is specifically 
allocated to the note issue. 

In this respect the Bank of England provides India with the 
better model. In the published accounts a distinction should be- 
made between the Issue and the Banking Departments 8 thuB (with, 
hypothetical figures) * : — 


Issue Department. 

Crores. Crores.. 

dross circulation of notes 
outstanding . . 65 


65 


Banking Department. 

Notes in Reserve . . 20* 

Investments. 

Bills. 

Advances, etc. 

Several details in this require explanation: — 

1. The tf Government Book Debt ” corresponds to the 10 crores 1 - 
of Government rupee paper now held in the Paper Currency Re- 
serve. I propose that this rupee paper should be cancelled, and b&- 
replaced by a Government book debt bearing no interest. This 
corresponds to the Government book debt due to the Bank of 
England, and avoids fluctuations in accordance with the market 
value of rupee paper. 


* In a continental Bank these two accounts would be merged, the circu — 
lation of notes would appear as 45 ; no notes would appear on the asset side 
of the hanking account; and the investments and bills in the two depart- 
ments would be lumped together. This would make 'the proportion ‘ of cash 
to circulation appear to be 87 per cent., instead of 60 per cent, as in the- 
above. This difference in account-keeping , which makes the position in* 
continental Banks appear stronger than it really is, must be kept in mind' 1 
in ^making com parisons. 


Capital, etc. 
Deposits, etc. 


Government Book Debt 10 
Consols . . .10 

Security pledged with 
Issue Department : — 

Approved securities ") 
Bills of exchange . 5 
Gold . . . .15 

Rupees ... .24 


6 



2 . The Consols (four crores from the existing 1 Paper Cupency. 
Reserve and. six crores from the. Gold Standard Reserve in ex-, 
change for gold) would be taken oyer at market value. The initial* 
book value should in the event of subsequent depreciation, be 
written down to market value annually, but should not be written 
up, in the event of appreciation, until, market value exceeds "book- 
value by 10 per cent., and then only by the excess beyond 10 per 
•cent. 

3. ' The approved securities, pledged with the Issue Dex>artment, 
should show a margin of 5 per cent. ; the bills of exchange should 
be taken at par, less rebate. 

4-- So long as the fiduciary issue does not exceed the un taxed 
maximum, it will, make no difference to the Bank’s profits whether 
they make up the gross circulation to the untaxed maximum by 
transfer of securities to the issue Department and increase the 
notes in reserve correspondingly, or let the gross circulation fall 
below the untaxed maximum by a reduction of the notes in reserve. 
When the untaxed, maximum is passed it will pay the Bank 
better to let the notes, in reserve fall somewhat, as they will 
avoid- payment of tax by the amount of the fall. This circum- 
stance is, no doubt, the explanation of the continental method of 
account-keeping. But, provided the Bank is governed by caution, 
the extent to which they will feel willing to reduce their notes in 
reserve in order to avoid payment of tax will be no more than is 
reasonable. And even if the notes in reserve sank to zero, the 
position, measured by percentage of cash to note issue, would still 
be as strong as in a continental Bank. 

5. As the Government guarantees the note issue, the securities 
and cash belonging or pledged to the Issue Department will become 
their property, so far as recxuii’ed for meeting liability on the notes, 
in the event of difficulties. But apart from the interest on the 10 
• crores of Consols, the annual profits of the note issue (and any 
excess in the value of the assets of the Issue Department over its 
.liabilities) are the property of the Bank. 

In concluding this section, a word, may be said about the Circle 
System. There seems no reason why it should not be abolished. 
There should he a legal right of encashment of notes of all deno- 
minations at a small: number of prescribed offices, of the Bank ; and 
all other offices, though under no legal' obligation, should be 
authorised to encash notes whenever they can do so without em- 
barrassment. It is to he hoped that, as time goes on, the occasions 
when they wonld not find it convenient to encash them would be* 
come increasingly rare. The notes are, of course, legal tender, 
and must be accepted in 'payment hv all "branches of the Bank.* 

* G1 - § IS: of the German Bank Act: — 

.The Reichsbank is. required to redeem its notes to bearer, in German 
currency (N-.B., hi silver of, gold at the option of the Bank):— - 

(a), At the- main, office r in. Berlin, and. 

(by at its branch offices as far as the cash and. money exigencies, 
of the latter permit. 
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VI. 

THE LONDON OFFICE AND REMITTANCE. 

With this section we enter on a debatable part of the subject,, 
which is largely independent of the rest. 

No important object would be served by allowing the Bank to> 
compete with the Exchange Banks in attracting deposits in 
London. Nor is there any clear advantage (sufficient to counter- 
balance the opposition which would be aroused) in allowing it to 
enter into the , regular business of trade remittance by buying 
trade bills in both directions. Such competition with the Ex-’ 
change Banks is in no way necessary to the prime objects of a 
State Bank. 

But it is desirable that the Bank should be free to carry out 
the Secretary of State’s remittance in the most satisfactory and 
economical way, and to hold balances in London and use them in 
the London market. It is also desirable that the Bank should not 
be unduly fettered in providing private remittance on London for 
its Indian customers. If at some up-country branch of the State 
Bank a customer wished to buy a draft on London for 50Z., it 
would be absurd if the Bank had to refuse to do this business for 
him. 

The London Office of the State Bank would be, therefore, a 
comparatively small affair. It would have no direct dealings with 
the public, only with the Secretary of State, the Money Market, 
and other Banks. The Secretary of State would continue to do his 
ordinary banking business with the Bank of England and to main- 
tain a balance there ; and it would be the business of the London 
Office of the State Bank to keep him in funds. The main point for 
discussion is as to what the best machinery will be for carrying out 
the remittance transactions wherewith to keep the Secretary of 
State in funds. 

The methods of effecting remittance are two : by selling drafts 
on India in London, as at present, and by buying sterling bills 
in India. There will be great advantages in leaving both these 
methods open to the Bank. The due safeguarding of the interests 
of existing Banks is not incompatible with this. The State Bank 
should he precluded from buying sterling bills in India, except 
from other Banks; its dealing in sterling bills, that is to say, 
should be entirely a re-discount business of bills, bearing the 
endorsement of another Bank. The sale of rupee drafts in London 
might be by tender as at present, but it would probably be a 
better plan for the London office of the State Bank to quote rates - 
for bills and transfers to applicants. In this matter, also, the 
State Bank should be confined to dealing with other Banks and 
not direct with the trading public, or (as an alternative, if this 
proposal should he deemed a hardship to certain important houses 
which tender direct for Council bills at present and do not, as it is. 
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do their business through an Exchange Bank) should sell for not 
less than a lakh at a time.* 

The Exchange Banks would thus have two ways of putting 
themselves in funds in India, corresponding to the two ways open 
to the State Bank of providing themselves with funds in London. 
They could re-discount sterling bills in India or buy (as at pre- 
sent) rupee drafts in London. The existence of the first metnod, 
as well as the second, might sometimes prove a real advantage to 
them. The State Bank would naturally quote rates for re-discount 
in India and for the sale of drafts in London which would make it 
worth the while of the Exchange Banks to take the course most 
convenient at the moment to the State Bank. If at a season when 
the Exchange Banks were wanting funds in India, the Secretary 
of State was also in need of additional cash in London, inducement 
would be offered to the Exchange Banks to buy drafts ; and if the 
Secretary of State’s needs were mainly in the future, inducement 
would be offered to the Exchange Banks to re-discount sterling 
bills in India, which could be held by the State Bank until the 
Secretary of State wanted the money. 

The price which would be paid for sterling bills in India by 
the State Bank would necessarily be governed by the London rate 
of discount for such bills taken in conjunction with the rate of 
exchange, not by the local rate for rupee bills. Thus, if the 
London rate of discount fox three months’ sterling bills of this type 
-were 4% per cent, and exchange stood at Is. 4^-a., the correspond- 
ing rupee price for three months’ sterling bills offered in India 
would be approximately Is. 4 \d. per rupee. Any concession on 
this price offered by the State Bank in India, so long as its London 
office was able to enforce Is. 4r£gd. as the rate for telegraphic 
transfers on India, would be an inducement to the Exchange 
Banks to re-discount in India rather than re-discount in London 
and then buy telegraphic transfers there. At the same time such 
a policy might be advantageous to the State Bank itself. As the 
London rate of discount is frequently below the Indian rate, this 
policy would sometimes involve re-discounting sterling bills at 
what would be, in effect, a lower rate than was being allowed on 
rupee bills. But this could afford no reasonable ground of com- 
plaint to Indian merchants. Eor the money thus employed would 
not have been available in any case for rupee advances. The 
alternative to the use of these funds for the re-discount of sterling 
bills would be the remittance of them to London through the en- 
cashment of telegraphic transfers and their employment on the 
London market. 

There can be no question that the method outlined above is the 
most perfect method of effecting remittance from the purely finan- 
cial point of view, and also that it will be more easy of favourable 
explanation to the public, for the following reasons. At present 
the train of events is a very complicated one. The Exchange 

* At present, however, <c specials ’ ’ are often sold bv the Council for 
much less sums than this. ' 
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Banks buy sterling bills in India, which. tbey bring to London 
and re-discount, in part, in the London Money Market. With 
the proceeds of re-discounting tbey buy Council drafts or transfers 
from tbe Secretary of State, which, when encashed in India, 
replace tbe funds which the Banks have paid out in originally 
buying the sterling bills. The Secretary of State lends the pro- 
ceeds of selling Councils, until such time as he has need of them 
for his disbursements, either to the Exchange Banks themselves or 
to other constituents of the London Money Market, by whom the 
money is largely used for re-discounting bills either for the Indian 
Exchange Banks or for similar institutions working in other coun- 
tries. If, on the other hand, as is proposed above, the State Bank 
were to re-discount sterling bills for the Exchange Banks in India 
and hold the bills until the money was actually wanted by the 
Secretary of State, the whole (or nearly the whole) of the floating 
sterling resources would be directly employed in the assistance of 
India’s foreign trade, instead of assisting it in a very slight and 
indirect way through general help given to the London Money 
Market. N"o one could justly maintain that money was being 
diverted away to purposes wholly unconnected with India. In the 
second place the floating sterling resources would earn a higher 
rate of interest than at present partly through tbe elimination of 
an intermediate profit and risk, and partly because three-month 
bills could safely be taken in many cases in which money is now 
lent by the broker for only six weeks. 4 " And, in the third place, 
these advantages would not be counterbalanced by any increase of 
risk. Whenever it turned out that the Secretary of State was in 
need of funds somewhat sooner than had been anticipated, it would 
always be possible to re-discount at the Bank of England on 
favourable terms sterling bills, domiciled in London, and bearing 
the endorsements both of the State Bank of India and an Exchange 
Bank. Apart from the ease of re-discount, such bills would afford 
the finest possible security, and the Bank could only suffer loss in 
the event of the simultaneous insolvency of the Indian drawer, the 
London acceptor, and the. Exchange Bank through which the Bill 
had been negotiated. + 


* Because, if it turned out that the money was wanted after six weeks, 
the hills could be re-discounted at the Bank of England. At present money 
is not lent for more than six weeks and seldom for so long, because of the 
remote. contingency, which always exists, that it might be wanted “by then. 
In giving evidence, the Secretary of State’s broker seemed to be unaware 
that the average rate for three months’ money is higher than the average 
rate for six weeks’ money (?".e., that a man who always lent for three months 
would make more on the average than a man who always lent for six weeks) ; 
hut this is a well-known fact, or, if not well known, easily ascertained by 
reference to the records of recent years. 

.+ The smallness of the risk involved is well illustrated by some figures 
which have been calculated for the Beichsbank. They estimate that since 
their foundation in 1875. their average loss on bills is well under one-3,000th 
part. Many of these bills are for small amounts, and without the extra 
•guarantee of re-discount, both drawer and acceptor are in the same country 
and subject to similar contingencies, and the period in question is long 
-enough to include several occasions of crisis. The average loss on re-dis- 
<counted sterling bills could hardly amount to as much as one-10,000th part. 

CXJEKBN CY H 
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Tins proposal is in no sense novel, and is merely an adaptation 
to Indian conditions of the practice most nsnally followed by 
foreign countries. A. foreign Bank or Government, which ^ "wishes 
to keep floating resources in a sterling form, generally utilises for 
the purpose so far as it can its portfolio of sterling bills negotiated 
{in its own country. 

The Exchange Banks might be further guaranteed against- ordi- 
nary trade competition by restricting the State Bank in its London 
re-discount business to the Bank of England. 

The above proposals together with a few further points of 
detail can be su mm arised as follows : — 

1. The Indian offices of the State Bank shall be permitted to 
supply their own customers with sterling’ remittance, but in the 
purcltase of sterling trade bills they shall be confined to the re- 
discount of such bills for other Banks. 

2. The London office of the State Bank shall have no direct 
dealings as a banker with the general public. Its business shall 
be confined to : — 

(а) The sale to other Banks* of drafts and telegraphic trans- 

fers payable at its Indian offices. 

(б) The re-discount of sterling bills at the Bank of England. 

(c) Borrowing for short periods from the Bank of England. 

( d ) The loan of funds on the London Money Market. 

(e) The replenishment of the Secretary of State’s funds at the 

Bank of England. 

(/) The floatation of sterling loans on behalf of the Secretary 
of State. 

To these functions another might possibly be added, namely, 
the management of the Secretary of State’s sterling and rupee debt 
in London. But there are considerable advantages in leaving this 
with the Bank of England provided the charges made by them are 
not deemed excessive. 

It remains to discuss the management of the London office. 

There is some slight danger that through its close connection 
with the Secretary of State and the weight of authority on its 
Board, this office might tend to become too influential and im- 
portant. This is sufficiently guarded against perhaps by the close 
limitations of its functions. It will have authority, of* course, in 
regard to purely London questions, such as the employment of 
balances in London and advice as to the issue of sterling loans, 
but* the only Indian question in regard to which it will be in a 
position to give authoritative advice will be the purchase in India 
of sterling bills. 

The London Board will to a certain extent take the place of the 
present Einance Committee of the Secretary of State’s Council, 

* See also the alternative proposal, above. 
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and may be expected to be in much closer touch with the India 
Office than is likely or desirable as between the Central Board and 
the Government of India. Its creation will fit in very well with 
Lord Crewe’s recent proposals for a reorganisation of his Council, 
•on which it will not be easy in future, as I understand his scheme, 
to find room for more than one financier. Boom can be found on 
the London Board for those other financial advisers, the addition 
of whom to the Finance Committee has been advocated by several 
witnesses. 

The London Board, which would not include the manager of 
the London Office, might consist of the Financial Secretary at the 
India Office (or the Permanent TJnder-Secretary or Assistant 
Under-Secretary when either of these is possessed of financial ex- 
perience), the Member of the Secretary of State’s Council specially 
attached (under Lord Crewe’s scheme) to the Financial Depart- 
ment, a representative of one of the larger mercantile houses con- 
cerned in the India trade, and two other members of financial or 
banking experience (one of whom perhaps might he, in general, 
primarily of Indian Experience and the other of London expe- 
rience). 


VII. 


OTHEB FUNCTIONS OF THE BANK. 


Some of the functions already discussed, together with one or 
two others, may be summarised : — 

(1) The Bank will perform the same functions that the Presi- 
dency Banks perform now, with relaxation, in some particulars, of 
the existing restrictions. 


(2) It will hold as Government banker, without payment of 
interest, the balances now held in the Beserve Treasuries and in 
London, with the exception of an emergency reserve of 1,000,0001 
which would be retained by Government in India (as proposed by 
Mr. Abrahams), and of that part of the London balances held 
directly in the name of the Secretary of State at the Bank of 
England. It will also hold the Government balances at all places 
where the Bank sets up a branch. 

(3) It will manage the Note Issne on terms outlined above, 
and, with the exception of certain payments to Government, will 
enjoy its profits. 

(4) It will manage the Government debt in India ; and it would 
probably prove advantageous to entrust it with the issue of new 
rupee loans. 


(5) Its functions in regard to remittance and the duties of the 
London office have been discussed above. 


h: 
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The following duties should not be entrusted to it : — 

(1) The management of the Mint. 

(2) The custody of the Gold Standard Reserve. 

But when the Gold Standard Reserve is brought into play foi 
the support of exchange, the Bank should act, under the Govern- 
ment’s orders, as the Government’s agent in the matter. 

Something may be said in this connection about the position 
of the Gold Standard Reserve in the event of the establishment of 
a State Bank. 


In the immediate past the stability of the rupee has been sup- 
ported both by the Gold Standard "Reserve and by the Paper 
Currency Reserve. This has been necessary because the former 
reserve has not been quite strong enough to bear the burden by 
itself. But as a permanent arrangement it ought not to be neces- 
sary; or, at any rate, the Paper Currency Reserve ought to be 
used for this purpose to only a limited degree. The ideal to be 
worked up to is a state of affairs in which the Gold Standard 
Reserve is held by the Secretary of State for the main purpose of 
supporting exchange and is adequate to this purpose, and in which 
the Paper Currency Reserve is held by the Bank and is controlled 
mainly with an eye to the internal affairs of India. The Gold 
Standard Reserve, in this case, should be governed by ultra-con- 
servative methods, being held in gold to a far greater extent than 
at present; while the Paper Currency Reserve should be ruled by 
more co mm ercial considerations, and a much smaller proportion 
than at present held in actual cash. 

Although the custody of the Gold Standard Reserve and the 
ultimate responsibility for the maintenance of exchange must re- 
main, in the most direct manner, with the Secretary of State, he 
should use the Bank as his agent in the actual sale in India of 
sterling drafts on. London on the occasions in which the Gold 
Standard Reserve is brought into play for the purpose for which 
it exists. 

The moment at which this reserve is brought into play ought 
not to depend, I think, upon anyone’s discretion, but should°be 
governed by rule. There should be a notification, that is to say. 
that the Government will at all times sell, through the Bank as 
its agent, sterling bills on London at Is. 3 §-$d. "When advantage 
is taken of this it will be the business of the’ Secretary of State to 
put the London office of the Bank into funds wherewith to encash 
the bills thus sold. 


The Gold Standard Reserve, while primarilv held for the 
support of exchange, should not be legally earmarked for this sole 
purpose. It can properly be regarded (see above) as constituting, 
under certain conditions, an ultimate safeguard and guarantee ofi 
the convertibility of the note issue.* 


The propriety of this might be brought out further 1 by showing that in a 
future crisis the convertibility of the note issue and the support of exchange- 
may not always prove to be entirely distinct problems. 
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VIII. 

GENERAL ADVANTAGES OF A STATE BANE. 

The outline of the proposed Bank’s functions and of its draft 
constitution is now complete. A number of the advantages which 
are claimed for it have been developed in passing. It will be use- 
ful to summarise these, and to dwell on certain other points, not 
less important, which do not so naturally arise when it is the 
Bank’s constitution which is the matter in hand. 

There are first of all the direct advantages to Government. 
These affect questions which have been the special business of the 
Commission. The chief of them may be enumerated : — 

(i) The existing “ Independent Treasury System,” by which, 

whenever the Government balances are swollen, deli- 
berately or not, large sums are taken off the Money 
Market, is done away with by the removal of the cause 
of this system, namely, the absence of a large public 
or semi-public institution with which large balances 
could be safely and properly deposited, together with 
the difficulty of employing Civil Servants in a policy of 
discretionary loans out of the balances. 

(ii) The objections to holding large sums at loan for short 

periods in the London Money Market are avoided by the 
method of dealing with sterling resources proposed in 
Part VI. 

(iii) A Bank, responsible for the management of the note 

issue, has greater opportunities than are open to Gov- 
ernment for pushing the circulation of notes and for 
popularising them by an increase in the facilities avail- 
able for convertibility. 

(iv) The responsibility of Government officials for a variety of 

financial and semi-financial business is greatly reduced 
by handing over to a Bank all questions of balances, 
note issue, remittance, and loans on the London 
Market. 

(v) The Gevernment has at its command the services of 
officers of the highest position, trained in financial and 
banking business, instead of Civil Servants who, how- 
ever full of adaptability and intelligence, have been 
selected and trained mainly for other purposes. 

(vi) A huffier is placed between the Secretary of State and 
vexatious criticism on small details of financial busi- 
ness. 

Next come the immediate advantages to the business world : — 

(i) In addition to the partial release of Government balances 
through their deposit in a central institution, a consi~ 
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derable amount of funds is made available by the reform 
of the note isstie. 

(ii) The present wide fluctuations of the bank rate and its 
normal high level in the busy season may be somewhat 
moderated. 

(iii) The increase of branches, which the union of Government 

and banking business should promote, would gradually 
bring sound banking facilities to many parts of 
India, where they are now almost entirely wanting, 
both directly and by supplying a basis, in reliance on 
which private and co-operative banking could be built 
up. 

(iv) The introduction of re-discount facilities, while probably 

not of the first importance in the immediate future, 
might greatly aid the evenutal development of Indian 
banking on the most desirable lines which European 
experience has so far evolved. 

At this point something may be said about the bank rate ques- 
tion, and the possibility of obtaining substantially the same results 
without the interposition of a State Bank. 

India suffers not from a high average bank rate, but from a 
wide range of fluctuation and a high mvuci'm.u'm bank rate. If the 
average bank rate were high, this would mean that the normal 
return to capital under conditions of least risk was high; and this 
could not possibly be cured by any monetary device-. But a high 
temporary bank rate, dire to the increased volume of cash tempo- 
rarily required for moving the crops, ought to be capable of amelio- 
ration by introducing an elasticity into the credit currency. It is 
important, however, not to underestimate the magnitude of the 
problem. Several witnesses have maintained that a loan of three 
-crores made by the Government from its balances or from the Paper 
Currency Reserve would be a sufficient cure for high bank-rates. 
I am convinced that this is a serious misapprehension of the facts. 
What is true is that at any moment an unexpected and sudden loan 
of three crores by the Government would break the current bank 
rate. If borrowers and lenders had adjusted themselves to an ex- 
pectation of 8 per cent, it would be reasonable to hold that a sudden 
offer by the Government of three crores would bring the rate down 
to 6 per cent, or less. But this is not the standpoint from which to 
consider proposals for permanent policy. What present sources of 
supply would fail and what new sources of demand would spring 
up, if there were a reasonable expectation beforehand of borrowing 
in the busy season at 6 per cent. ?* Three crores is a very small 

* The rate for money is largely determined by the fringe of borrowers and 
lenders who are specially, sensitive to any change of conditions. If, for 
example, the normal maximum rate for money in India was to fall, some 
up-country traders could afford to pay the cultivator a little more and might 
hold the goods a little longer, since they would not be forced by high rates 
for money to hurry the goods forward to a place where they could form a 
basis for sterling credit. 
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percentage of the present transactions ; it is not 1^- per cent, of the 
value of the exports ; it is barely half of the normal annual addi- 
tion to India’s banking resources ; and to expect great consequences 
from the loan of it is to take a short-sighted and superficial view 
of the causes which really determine the value of money. The 
proposals made above in regard to a fiduciary issue of notes would 
have a more substantial effect ; but I think it "would be optimistic to 
expect even from them a normal maximum of G per cent. Their 
eventual efficacy is largely bound up with the future development 
of the use of notes. 

This leads us to compare proposals, contingent on the establish- 
ment of a State Bank, with proposals for the loan of Government 
funds to the existing Presidency Banks. If the loans contemplated 
are comparatively small, there need be no difficulty in lending 
them on the security of Government paper, and the problem of the 
terms on which they should be lent, while not quite easy of solu- 
tion, ought not to prove insuperable. But small loans could not, 
of course, have large consequences. Though they would, 'pro tanto , 
be useful and employ funds which are now wastefully idle, to offer 
them as a cure of high bank rate or of the existing faults in the 
Indian financial system is to trifle with the problem. If, on the 
other hand, fairly large loans are contemplated, other objections 
rise to importance. It is uncertain (for reasons given in Section V) 
whether Government paper would be forthcoming in large quanti- 
ties as security for temporary loans, and even more uncertain 
whether it is desirable to encourage the holding of a large amount 
of Government paper in this way. The Government could only get 
their funds back as a lender, by spoiling their market as a borrower. 
Yet there are great difficulties in lending by a Government depart- 
ment against the really desirable security, namely, trade bills. It 
would take them to a wholly" unfamiliar region, and require them 
to exercise an unaccustomed discretion. 

The most serious objection still remains. It would be a peri- 
lous policy for the Government to lend on a scale sufficient to 
influence the bank rate, and for it to remain nevertheless wholly 
without responsibility for the bank rate policy. The ultimate 
lender and the ultimate controller of the credit currency cannot 
safely remain aloof from the control of the hank rate. So long as 
the Government do not lend and there is virtually no credit cur- 
rency, the Government can maintain this aloofness from banking. 
As t have said already, existing arrangements are deeply condi- 
tioned by the fact of this aloofness. But if the Government are to 
lend their balances and to introduce, under their own cpntrol and 
discretoin, a proper elasticity into the credit currency, and if they 
are to do these things on a sufficient scale to make any real 
difference, then they cannot ignore considerations of bank-rate 
policy. Such a scheme involves an exercise of judgment on the 
part "of Government officials in high matters of banking policy, 
without these officials having access to any first-hand banking ex- 
perience. The Government is driven, therefore, to call in the- 
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assistance of a State Bank to do these things for them and to be 
responsible at the same time for the bank rate. 

These considerations were apprehended by the Government of 
India when they put forward proposals for a Central Bank in 1900. 
After mentioning the suggestion of a note issue on the German 
model, they add : — “ Theoretically we admit that the system might 
be grafted upon the present management of the paper currency by 
Government. But a Bank would be able to measure the need and 
extent of accommodation much better than a Government could 
hope to do, and we believe that in all countries where it has been 
adopted, the agency of a Bank has been chosen for working this 
system. Moreover, in India recourse in any form to a currency 
reserve in the hands of Government would encourage the tendency 
to look to and rely upon Government exclusively. From this point 
of view there would be particular objections to applying the system 
to the currency reserve while it remained under Government con- 
trol.’ ’ The last point seems to be a very sound one. Whenever 
the bank rate was high , there would be a clamour that the Govern- 
ment w T ere not lending all they might. 

Proposals for direct loans to the Presidency Banks, on a very 
moderate scale, from the Government balances 1 and the Paper 
Currency Reserve may serve to meet certain of the more superficial 
criticisms. The Government will have an answer to the charge 
that they keep their whole surplus in a barren form. Indeed, so 
far, the proposals are good ; and for every reason they will com- 
mend themselves to the lovers of appearance. But as an attempt 
to solve the real problems of the Indian financial situation, I do 
not think they are to be regarded seriously. They are incapable of 
future development; since they depend for their justification on the 
trifling and innocuous character of their consequences. And they 
are right off the line of banking evolution. They do nothing 
towards extending to India the advantages of civilised experience. 

Something has been said of the advantages of a State Bank to 
the Government and of its direct advantages to the commercial 
world. I will turn in conclusion to some wider and more general 
issues; but must treat them briefly. 

I attach great importance to the increased stability which a 
State Bank would introduce into the Indian banking system. 
India is not well placed at present to meet a banking crisis. The 
Presidency Banks are already Banker’s Banks to an important 
extent, but they are not strong enough to support the whole burden. 
In effect the Government keeps a part of the> banking reserves, but 
there is no machinery for bringing its reserves into normal con- 
nection with banking. With no central reserve, no elasticity of 
credit currency, hardly a re-discount market, and hardly a bank 
rate policy, with the growth of small and daring banks, great 
Increase of deposits and a community unhabituated to banking and 
ready at the least alarm to revert to hoarding, even where it had 
been seemingly abandoned, there are to be found most elements of 
weakness and few elements of strength. 
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A recent article by Mr. H. AT. Ross in “ Capital ” (September 
4th, 1913) brings out these points very plainly. This article con- 
tains much, which deserves reference, but the following passage is, 
in the present connection, the most important: — 

et India and the United States of America are now practically 
alone among the great trading countries of the world in possessing 
no Central Bank. In view of the American banking crisis of 1907 
the relation is an ominous one. The vast monetary resources of the 
United States, badly handled and selfishly hoarded when they 
should have been freely used where most required through the 
medium of a great central institution, were of no avail to avert 
wholesale bankruptcy and a general suspension of payment by the 
Banks. In a similar crisis it would be the policy, nay, it would be 
the duty of each Presidency Bank to conserve its resources for the 
benefit of its particular area. In the general interests of the 
country this should not be.” Mr. Ross might have added that 
India and the United States are also alone in having no re-discount 
market, no elasticity in the note issue, no bank-rate policy, and an 
i£ Independent Tresaury System ” in place of a Government 
banker. In .America the 1907 crisis served to demonstrate that 
such a system is indefensible, and the country is now engaged in 
remedying these defects so far as is possible in the very difficult 
circumstances which arise out of the presence of innumerable small 
Banks, on the one hand, all with vested interests and a terror of 
anything which might conceivably diminish their profits, and of a 
public, deeply suspicious of all moneyed interests and of anything 
■which might strengthen their power, on the other.* In India the 
obstacles are far less to the introduction of the recognised preven- 
tives for the diseases of the financial body. 

I have already pointed out the importance of a strong central 
institution in relation to the development on sound lines of native 
Joint Stock Banks. The encouragement of re-discount should be 
an encouragement to these Banks to use their funds, as they ought, 
in the assistance of trade, instead of in speculation or in fixed 
enterprises . 

The great increase of branches in country districts may lead to 
the State Bank’s playing an important part in the development of 

* Since the above was written., a new Currency Law for the United States 
has been carried. It is interesting to notice that, while decentralisation is 
secjured by the establishment of from 8 to 12 regional hanks, the cohesion 
and strength of the new system, will depend on the central Federal Board 
to he established at Washington (not New York). This Federal Board seems 
from the available account to have some slight analogy with the Central Board 
for India proposed above. “ The Federal Board will consist of the Secretary 
of the Treasury, the Comptroller of the Currency, and five members appoint- 
ed by the President with the consent of the Senate. Its powers are enor- 
mous. A vote of five of its members can require a regional bank to discount 
the paper of other regional banks. It can fix the rate of discount. It can 
temporarily suspend the reserve requirement. It can honour or refuse re- 
quests for notes from the regional banks and has other important super- 
visory functions.” The Government will bank with the new regional banks, 
and a principal object of the new organisation is to encourage the practice 
of re-discount. 
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co-operative banking amongst agriculturists. Tlxe local branches 
should always aim at being the Co-operative Bank’s bank and at 
helping them by judicious loans. 

This increase of branches will be much facilitated when a single 
institution is in control of banking, the Government’s balances, and 
the currency chest in country districts. At present there is apt to 
be- unprofitable discussion between Government and Presidency 
Banks about ( e.g .) the interest payable on loans or the subsidy 
required to support a branch bank where there is now a District 
Treasury. It would pay Government to give any subsidy short of 
the expense of maintaining the Treasury. But they are naturally 
unwilling to hand over too much profit to private persons and yet 
are not in a good position to gauge how much this profit would be. 
So long also as the District Currency Chests are not handed over 
"to the branch bank, some economies are open to the Government 
Treasury which are not open to the bank. A system of haggling 
between the Government and Presidency Banks as to the opening 
of branches, in which both parties have to be convinced that they 
are certainly making a good bargain, must be worse than one in 
which the interests of tJb.e two parties are joint instead of opposed 
and the only consideration is whether a branch is worth opening 
on the whole. 

In conclusion it is worth while to recall the Government of 
Jndia’s latest pronouncement on the subject, when in June, 1901, 
they were t£ regretfully compelled ” to “ hold the scheme in abey- 
ance ” : — “We desire at the same time to record our deliberate 
opinion that it would be distinctly advisable, if practicable, to 
establish a Central Bank in India, sc as to relieve Government of 
its present heavy responsibilities and to secure the advantages 
arising from the control of the banking system of a country by a 
solid and powerful Central Institution.” 

IX 

SOME ADVERSE CRITICISMS. 

The chief criticisms of proposals for a State Bank which I re- 
member to have heard are the following : — 

(1) That there is no popular clamour for it. 

(2) That it would increase the responsibilities of the Secretary 

of State and expose him to vexatious questions in 
Parliament. 

(•3) That India is too large and too various in local custom to 
be worked by a single Bank. 

(4) That the local jealousies of Bombay and Calcutta are too 
strong 1 . 

(5) That the former Bank of Bombay suspended payment in 
1866. 
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(6) That talent is not available in India to staff the Bank's 

directorate. 

(7) That it would .not be fair on the Exchange Banks. 

It is not quite just to these criticisms to give so bare a catalogue 
of them. Some of them become more imposing, when they are 
enlarged on. In regard to several it is possible for each individual 
to judge for himself how much weight ought to be given them. An 
admirable *summary of the views expressed by witnesses can be 
gathered from pages 18, 19, and 20 of the Index to the evidence. 

(2), (3), (4) and (6) are, in my own opinion, the more substantial. 
With (2) I have already dealt. The particular constitution pro- 
posed for the Bank is designed, in part, to mitigate the force of 
objections (3), (4) and 6. Of these (3) has, I think, very little 
force provided that reasonable autonomy is allowed to the local 
Boards. I pressed all the witnesses, who raised this objection to 
particularise the difficulties, arising out of the size and variety of 
India, which they chiefly had in mind; but without success. With 
reg*ard to (6) it must not be forgotten that at least as much talent 
will be available as at present. 

The “ vested interests ” question is turning out much less 
serious than might have been expected. The Presidency Banks of 
Bengal, Bombay and Madras show no pronounced signs of hostility, 
and the authorities of the two latter have declared themselves, 
subject to certain conditions, definitely favourable. The present 
system is so wasteful that a change will provide a wide margin of 
profit for the shareholders of these Banks to participate in. 

The Exchange Banks seem likely to oppose any substantial 
change in the present position. Their legitimate trading interests, 
however, are very fully safeguarded in the above proposals; and, 
as they will share in the advantage of increased stability in the 
Indian financial system, opposition will probably be mistaken even 
in their own interests. They will be but repeating the mistake- 
which they made in 1892 in opposing the closure of the mints. It 
might have been expected that they would have welcomed a. 
measure intended to introduce stability into their business, and 
which has in fact made the fortunes of all of them. But they held 
at that time that it was on the fluctuations of exchange and on the 
supposed bounty given to exports hv a depreciating currency that 
they chiefly depended for their profits. 

In 1900-Ui the amount of consideration which should he paid to 
the exclusive claims*of the Exchange Banks was the subject of some 
difference of opinion between the Government of India and the 
Secretary of State. The former wrote: — “ We cannot see that the 
Exchange Banks make out a strong claim for protection, and a 
suggestion which has been made that a Central Bank should be 
bound to make any and all remittances through their agency is out 
of the question.” " And, later, in answer to the Exchange Banks' 
protest against “State-aided Competition”: — •“ We could have 
wished that this contention of the Banks, which appears to us to 
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be untenable, bad been supported by some clearer indication of tbe 
•actual manner in which. the. competition they deprecate may be ex- 
pected to prove unfair and injurious.” This comment is equally 
applicable to the evidence given to ourselves by Mr. Toomey and 
Mr. Fraser. As arising out of this evidence, it may be pointed 
out that the Exchange Banks have absolutely unrestricted oppor- 
tunities for purely Indian business that this side of their activities 
has very greatly increased, and that Mr. Toomey deliberately 
depreciated the importance to them of the business of -attracting 
deposits in London for use in India, a part of their business on 
which they used greatly to pride themselves and which was at one 
time no small part of the ground on which they claimed special 
consideration . 

The memory of the business world is short. Apart from vested 
interest, the main difficulty in the way of the above proposals is 
the great vis insertioe, engendered by an experience of good times 
and only to be dispelled, perhaps, by, a taste of trouble. Further, 
I do not believe that reasonable opposition to them will chiefly 
depend upon the kind of detailed criticisms enumerated above, or 
that their essential parts are open to specific attack. The real 
ground of objection is at the same time more vague and better 
founded. The proposed scheme is a large one, and all of its conse- 
quences cannot possibly be predicted with certainty. Such a 
scheme must naturally provoke a doubt as to whether it is worth 
while to embark for a terra incognita which may, for all one knows, 
contain something hazardous in it. But the land must not be 
thought more unknown than it really is. The above proposals con- 
tain nothing more than an adaptation to Indian conditions of 
methods which have been tried successfully in ar great many 
places. 


6th October 1913. 


J. M. Keynes. 


APPENDIX A. 

The Relation of State Banks to their Governments. 

The existing arrangements in various continental countries and in Japan 
are given below in outline. I describe the Reichsbank and the Bank of 
France in a certain amount of detail, and the rest very briefly indeed, 
because these two are the prototypes of several others, the constitutions of 
which contain few original ideas. 

Reichsbank . 

No part of the capital is owned by the State.* 

The authorities of the Bank are : — 

1. The Bank-Kuratorium, consisting of the Imperial Chancellor as Chair- 
man and four members, one appointed by the Emperor and three by the 


♦When in 1876 the Bank of Prussia was converted into the Reichsbank, the Capital pre- 
viously held by the Prussian Government was repaid. 
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Bundesrat. This is of the nature of a Board of Trustees and meets only four 
times a year to receive a general account of the Batik's operations. 

2. The Bank-Direktorium , consisting at present of a President, Vice- 
President and sis: members, all appointed for life by the Emperor on the 
nomination of the Bundesrat. This Board (to quote the Bank Act) is “ the 

managing and executive authority of the Reichsbank Its 

orders are to be sanctioned by a majority vote, and subjected to the instruc- 
tions and directions of the Imperial Chancellor." 

The Direktorium is “ endowed with special independent powers, even 
though these can be checked by higher officials; it acts in its own name as 
the central managing body of the Reichsbank, forms its resolutions on its 
own responsibility by majority vote, and has the rights of a 4 supreme im- 
perial board. 5 "* 

3. The Central Committee of Shareholders ( Zentralausschuss ) consisting 
of 15 members elected by the general meeting of shareholders. This com- 
mittee must meet at least once a month. Reports must be presented to them, 
relating to most of the more important weekly items in the Bank’s trans- 
actions, and containing a statement of the Direktorium’s views as to general 
policy. The committee’s powers are purely advisory. f But the Bank Act 
enumerates a number of questions in regard to which “ the suggestions of 
the Central Committee should receive special consideration Amongst 
these may be mentioned the filling up of vacancies in the Direktorium ; the 
drawing up of the annual balance-sheet; the maximum amount to be loaned 
by the Bank in advances against collateral ; the discount rate and the loan 
interest rate, as well as changes in the principles and the terms on which 
credit is to be given. The interests of the shareholders are further safe- 
guarded by the annual appointment by the Central Committee of three of 
their number as deputies having the rights to attend with advisory powers 
all sittings of the Direktorium and to examine the books of the Bank. 

The salaries and pensions of the members of the Direktorium are fixed 
annually in the Imperial Budget. 

The ordinary officials of the Reichsbank 6S have the rights and duties of 
Imperial functionaries ", and are precluded from holding snares in the Bank. 

The members of the Central Committee of Shareholders draw no stipend. 

The rules governing the management of the Local Head Offices ( jReichs - 
bank Hauptstelle) also deserve notice. The Reichsbank now has 486 
branches? (as compared with 569 of the Bank of France), of which 20 are 
Head offices. Each of these offices is under the supervision of a local board 
of at least two members of a^ Commissioner (Bank-Kommissarius) appointed 
by the Emperor. The executive authority is in the hands of two managing 
officials. There is also for each such office a district committee, appointed 
by the Imperial Chancellor from amongst the shareholders of the Bank resi- 
dent in the city where the Local Head Office is located. ^ The powers of the 
local committee are similar to those of the Central Committee, and they also 
have the right to appoint two or three deputies for purposes of "closer 
supervision. 

These Local Head Office have a high degree of independence. They are 
empowered to carry on independently in the district assigned to them by the 
Direktorium all forms of transactions permitted by the Bank Act. The 
signatures of the two managing officials of a Local Head Office are legally 
binding on the Reichsbank. 

Besides the 20 Head Offices, there are 77 offices which have nearly as 
much independence as the Head Offices. All the rest of the branches are 
sub-offices directly dependent on offices or Head Offices, and requiring 
approval for their transactions by the higher office. According to the strict 
rule “ no bill may be purchased by them which has not been previously laid 
before the higher office 99 , But this rule has gradually been mitigated so 
tbat the higher branch can name to the sub-office those persons and business 
bouses from whom, without inquiry in each case, bills may be purchased 


* See the official history of the Rtichsbank, 1876-1900. 

t Except on one or two minor points, not deserving of reference here, in regard to which 
.they can veto change. 

t It originally opened in 1876 with 201 branches. 
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within the fixed limits of credit, with the reservation, however, that sanc- 
tion may subsequently be refused.* In other respects the powers of sub- 
offices have been gradually developed. The chief obstacles according to the 
official history, which have retarded the free development of sub-offices, are 
especially relevant to Indian conditions. In the first place the keeping of 
large balances at the sub-offices, or alternatively the too frequent remittance 
of money backwards and forwards, would have been involved. Sub-offices 
have not been allowed, therefore, on their own authority to accept fixed 
deposits on the one hand or to make advances against collateral on the other. 
In the second place “ at the creation of the Reiclisbank most of the directors 
of sub-offices were not officials trained in banking, but agents some of whom 
performed the duties of the office only as incidental work and received for 
it no fixed salary, but only a percentage of the profits In the course of 
its development the Reichsbank has tried two different lines of advance, the 
grant of increased powers to sub-offices in places where the amount of busi- 
ness was important, and the transformation of such sub-offices into offices. 
On the whole the second line of advance seems to have been the more 
successful. 


Bank of France. 

No part of the capital is owned by the State. 

The authorities of the Bank are: — 

The Governor. 

Two Deputy Governors. 

A General Council ( Conseil General) of 15 Bigents and 3 Censeurs. 

The Governor and Deputy Governors have always (since 1806) been ap- 
pointed and removable at will by the Minister of Finance. The Bigents 
and Censeurs are appointed by the 200 amongst the shareholders who hold 
the largest number of shares. + Three of the Bigents must be treasury dis- 
bursing agents ( Trisorier-Payeurs Ge.ni.ral), i.e., officials, and five must come 
from the business portion of the shareholders, from amongst whom the 
Censeurs also must be chosen. The Censeurs are inspectors or auditors. 
They attend meeting of the Conseil General , have access to the records of 
the Bank, and are entrusted with thfe duty of reporting any irregularities to 
the shareholders. 

The Begents and Censeurs divide themselves up into five committees to 
deal with special departments, e.g.. the Comite d’escompte, the Comite des 
billets, etc. 

The Managers of the Branches are appointed by the Minister of Finance 
from amongst three candidates nominated by the Governor of the Bank, who 
has also the power of dismissal. The names are considered, as well, by the 
Conseil Gineral. 

It will be noticed that, so far as the letter of the law goes, the power of 
the representatives of the shareholders is very much greater than is the 
case with the ^Reichsbank. This is much modified, in practice, by the follow- 
ing considerations. In the first place the Governor has the right of veto. 
This right, though the occasions of its use in the last hundred years have 
been very rare indeed, preserves the ultimate authority of the State over 
changes in policy or regulation unimpaired. In the second place the official 
element on the Conseil Gineral, made up of the Governor, the two Deputy 
Governors and the three Trisorier-Payeurs Giniral amongst the Bigents, 
commands six votes out of a total of 18. Since the Governor has a cast ing 
vote, if only three of the 12 unofficial members vote with the officials, the 
latter have an assured majority. The practical effect of this has been, in 
the words of M. Rouland who was Governor in 1865, that “ nothing of any 
description which concerns the great interest of the public, or the larger 
duties which the Bank has to. perform towards commerce and industry,'’ is 
left to the discretion of what is called the interested party (i.e., the share- 
holders) 


* See Official History of the Reichsbank. 

t this provision is quite peculiar to the Bank of France. A shareholder has at present to 
b«!d about 20,0007. worth in order to participate. 
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The Imperial Bank of Russia. 

This Bank stands by itself (so far as the lax-ger countries are concerned) 
in being wholly owned, as well as managed, by the Government. It is 
under the direct control of the Minister of Finance. 


The Bank of Belgium* 

No pai-t of the capital is owned by the State. 

The Governor is appointed by the King for five years, and may be re- 
appointed. The active administrative council consists of the Governor and 
•six dix*eetors appointed by the shareholders. The shai-eholdei-s also elect a 
council of seven censors to audit and supervise. The Government exercises 
further supervision through a Special Commissioner, and Ai'tiele XXIV of 
the Bank Act runs: — “ The Government has the x*ight to control all opera- 
tions. It shall have the power to prevent the execution of any measure 
which shall be contrary to the law, to the statutes, or to the interests of 
the State. 


The Bank of the Netherlands. 
Closely similar to the Bank of Belgium. 


The Austro-Hungarian Bank. 

No part of the capital is owned by the State. 

The Governor and two Deputy Governors of the Bank are appointed by 
the State. 


The Bank of Italy. 

The capital is privately owned, but the nomination of the Director- 
General must be approved by the Government ; and the Ministers of Agri- 
cultui'e. Commerce, and the Treasury form a board with powers of super- 
vision and inspection. 

The Bank of Spain. 

This is a private institution, but privileged and standing in very close 
relations to the Government. 


The Bank of Japan. 

Bai’on Sakatami, ex-Minister of Finance, writes as follows: — “When the 
Bank was first established, the Government was a very lai*ge shareholder, 
but these shares were afterwards transferred to the Imperial Household 
Department . . . . . The Government’s supervision is very strict. It 

appoints the Governor and the Deputy Governor; the directors are also 
appointed by the Government from among candidates elected by the share- 
holders; the’ Government appoints official inspectors from among the officials 
of the Department of Finance ” 


APPENDIX B. 


State Banks and Private Capital. 

On the occasion of the last renewal of the Beiehsbank Charter in 1909, 
many people urged that the private shareholders ought to be bought out by 
the Government on the avowed ground that these were making profits which 
ought to accrue to the State. The following quotation from an article 


* See The National Bank of Belgium, by Charles A. Conant. 
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written by Professor Lexis in the course of this controversy is instructive : — 
“ The officials of a pure State Bank have merely to adapt themselves to the- 
regulations coming to them from above; but a Bank of issue with private, 
capital, even when entirely managed, by the State, has a sort of independence- 
as regards the State — an independence which protects it against _ inter- 
ference with the vital conditions of its existence. For the former, indeed, 
the interference of legislation is always needed; but the latter must never 
forget that a great private capital is in its charge. The Central Committee 
of the Reichsbank has undoubtedly only a very moderate authority, but its 
influence, nevertheless, is far greater than that of the advisory board of a 
State railroad company, because it represents the owners of the bank 
capital.” 

It was noticeable that the demand for the suppression of the private 
capital of the Reichsbank came, not from the Socialists, but from the 
Agrarians. “ The Agrarians,” it has been said, “ wish to render the State 
master of the Bank, because they are to-day -masters of the State. If the 
State becomes master of the Bank of the Empire, the Agrarians hope that, 
nothing can any longer prevent them from compelling the State to employ 
the funds of the Bank in the execution of their programme ”. 

There was a similar controversy in Belgium in 1900. The following argu- 
ments against the abolition of private capital may be quoted from the JDocvr- 
ments JParliameniaires * : — “There is, first, the confusion of public and pri- 
vate credit, to the great damage of each; for they ought to remain distinct,, 
for their respective good and for the mutual assistance which they are at 
times called upon to lend to each other. Further, there is the acceptance 
by the State of a task — the task of discounting — which is not within its 
competence, and of which, even with the best of will, it will acquit itself 
badly. It is neither wise nor practicable to suppress the legitimate stimulus 
of private interest in such affairs as discount. It must not be believed 
that in such a matter disinterestedness alone suffices or can afford a better 
guide than the foresight of those who run the risks and reap the benefits of 
such operations.” 


APPENDIX C. 


The Division of the Profits of the Reichsbank. 

The duties to be performed by the Reichsbank without remuneration and 
the rules governing the proportion of the profits which accrues to the share- 
holders are as follows: — 

(1) The Reichsbank must purchase gold bullion tendered to it at a fixed 

rate. It is “ required to accept payments for the account of the- 
Empire and to make disbursements without compensation.” It- 
bears the whole expense of management of the note issue. 

(2) The Reichsbank must pay a tax of 5 per cent, to the Government on. 

the excess of the fiduciary issue beyond a certain amount. 

(3) “ The net annual profit of the Reichsbank is to be divided at the- 

close of each year in the following manner: — 

“1. In the first place, a regular dividend of 3i per cent, of 
the capital is to be distributed among the shareholders. 

“ 2. Of the remainder, 10 per cent, is to be transferred to the- 
reserve fund, 20 per cent, to the shareholders, and 70 per cent.. 
to the Imperial Treasury. 

“3. If the net earnings are less than 3$ per cent, of the- 
capital, the difference is to be made up from the reserve fund.” 

These arrangements, however, have been altered at every decennial revi- 
sion of the Bank Act. Originally (1875) the guaranteed dividend was 4i per 

* See Conant, History of the National Bank of Belgium . 
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cent, (instead of 3£ per cent.), 20 per cent, of the balance went to reserve,, 
and of the rest the State took a quarter when the total dividends of the 
shareholders exceeded 8 per cent. In 1891 8J per cent, was substituted for 
per cent., and the one-fourth share began to accrue to the State when the 
shareholders’ total dividend exceeded 6 per cent. After 1901 the share of 
the State began as soon as the 3J per cent, dividend and the transfer to 
reserve had been made, and the shareholders received 25 per cent, of the 
surplus. The present arrangement dates from 1911. 

The actual dividends of the shareholders in recent years have averaged 
about 7 per cent. : — 

Per cent. 


1907 

1908 

1909 

1910 

1911 

1912 


9-89 

7-77 

o'83 

6-48 

5-86 

6'9o 


In 1912 the State received 1,088,732?.. as its share of profits and 231,3747. 
as note tax 1,320,1067. altogether; as compared with 879,8817. in 1911, 
1,001,1391. in 1910, 822,4097. in 1909, and 1,208,8387. in 1907. 

The agreement between the shareholders and the State is subject to revi- 
sion every ten years. And, further, “ the Empire reserves the right of 
option on January 1, 1891, and thereafter at the expiration of every ten- 
year period : (a) of discontinuing the Jteichsbank established by this Act, and 

acquiring its property on the basis of the book values, or (6) of acquiring 
the total stock of the Jteichsbank at valuation .... In either case 
the reserve fund, in so far as it is not required to defray losses, is to be 
equally divided between the shareholders of the Empire ”. 

If at any of the decennial periods the Government had taken full advan- 
tage of this provision, it would have been much more disadvantageous to 
the shareholders than the new arrangements for division of profits actually 
made. 


Note by Sir J ames Begbie. 


I have signed the Report subject to the following note: — 


1. I regret that I am unable to concur in tbe conclusions and 
recommendations contained in tbe Report on tbe subject of tbe 
currency policy. 

2. That policy bas been directed to tbe attainment of stability 
tn tbe exchange value of tbe rupee by means of gold reserves col- 
lected from tbe profits realised on tbe coinage of rupees. Whilst 
it bas been successful in achieving that object, it bas brought into 
existence an extensive token currency which, in my opinion, is not 
conducive to tbe interests of India. I regard that form of cur- 
rency as undesirable for a country which absorbs gold on. a very 
large scale. 


3. A brief examination of some of tbe chief arguments brought 
forward in favour of tbe measures actually adopted for securing 
stability in the exchange value of tbe rupee, and of those urged 
against tbe use of tbe means originally proposed for securing stabi- 
lity, 'viz., a gold currency with gold in active circulation, may help 
to make my point of view clear. 
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4. I take first the arguments given in support of tlie existing 
policy. The point lias been pressed that the public preferred and 
demanded rupees, and the demand had to be met. That is a reason 
which carried considerable weight in the early years of the period 
during* which the policy has been developed, but it has now lost 
its force. The public have absorbed during the last 12 years ap- 
proximately equal amounts of rupees and sovereigns, but the 
demand for sovereigns has rapidly increased during the last four 
years. These recent gold requirements show an important change 
in the currency needs of the people ajid indicate a preference for 
gold over i*upees. 

5. The next argument is one which has latterly come into promi- 
nence, viz., that the Indian system has close affinities with the 
currency systems of certain other countries. Such analogies are, 
I consider, unsafe as a guide to Indian policy, because the condi- 
tions are not identical. In none of those other countries is there 
the same private absorption of gold that there is in India. 'WTaat- 
ever experience elsewhere may be, the recent demands for gold in 
India show a loss of confidence on the part of the public in the 
token rupee, and that is a situation that should not be ignored. 
The need for confidence to secure the exchange value of the rupee 
is recognised, but not the need for confidence in the currency in 
other respects. It is no longer possible to say that the token rupee 
is preferred by the Indian public and satisfies their currency re- 
quirements in face of the fact that they have - latterly exhibited so 
strong a desire for gold as the statistics indicate. At least there is 
not now such general confidence in the rupee as would, in my 
-opinion, alone warrant further large extensions of the token 
currency. 

6. Another argument given is that it is desirable to educate 
people in the use of more economical forms of currency than gold. 
That, of course, is a desirable object, but the experience so far 
gained does not inspire the hope that the educative effect of present 
methods will be successful in attaining it. The increased circula- 
tion of notes may be pointed to as an advance towards the use of 
more economical forms of currency; hut it is due, not solely to a 
desire to economise in cixrrency, but partly at least to. increased 
facilities for the employment of notes. Against this favourable 
sign must be set the increased absorption of sovereigns. This 
demand for gold coin, accompanied as it has been by increased 
demands for gold bullion, dominates the whole currency situation. 
For a country which takes gold in great quantities an extensive 
token currency is most unsuitable. It has the usual effect of 
driving gold out of circulation . It has the still greater disad- 
vantage that it keeps the gold out of useful employment. People 
•who value gold so highly as to store and hold it to the extent 
witnessed in India are not likely to invest or make other profitable 
use of it, so long as they have to take the risk of being repaid in 
token coins when they realise their investments. The token cur- 
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rency not only prevents the holders of the gold from utilising it to 
some advantage, hut the country as a whole losses the benefit that, 
should accrue to it from the possession of great wealth. "While, 
therefore, the process of education in the use of economical forms, 
of currency is proceeding, the probabilities are that the people will 
none the less continue to amass their growing wealth in solid gold. 
In my opinion, what is needed is not education in the use of 
economical currency so much as education in the use of the stored 
up gold. The first step, however, is to convince the people that if 
they use their gold they will get it back when they want it, and. 
that cannot be done while there is this extensive and expanding 
token currency. A currency in which gold was a more prominent 
feature and to which token coins were less freely added would be 
more practical as an educative force. Gold coins would be suitable 
and convenient for many ordinary currency purposes, and by using 
them the public would be gradually led to use gold for other 
purposes, such as investments, especially if a considerable circula- 
tion of gold existed, sufficient to inspire the public with confidence 
that when they wanted their gold restored to them they could get 
it. 

7. I come next to reasons advanced against a. gold circulation. 
It has been said that gold in reserves is better than gold in cir- 
culation for the support of exchange. That, of course, is true, but 
it is equally true that gold in circulation is a better protection for 
exchange than token coins. Gold in circulation can never en- 
danger exchange stability. It cannot be too strongly emphasised 
that danger lies in the token currency alone- when unfavourable 
trade conditions prevail. In the words of the Report (paragraph 
62), “It is the surplus tokens and not the gold which will seek 
an outlet at times of weak exchange.” Moreover, reserves of gold 
can be accumulated from a gold circulation through the note issue 
and a good banking organisation. Even under the existing system 
the most satisfactory part of the gold reserves is the- gold in the 
Paper Currency Department. The full equivalent of the currency 
issued against it is saved in gold for the reserve, whereas the Gold 
Standard Reserve represents only about one third of the token 
currency from which it was saved, and will redeem only that 
proportion of it, unless the extreme step is taken of melting down 
rupees. Also, a considerable portion of the coin reserve of the 
Note Department must be held in rupees at present. With a free 
circulation of gold a much smaller portion could be held in rupee 
and a correspondingly larger part in gold. 

8. The objection that gold is an expensive form of currency is 
one which, I consider, can easily be pressed too far in the case of 
India. The token currency is being steadily exchanged for gold. 
To the extent at least to which that process is carried the country 
is not saved the expense of the gold by tbe present system. Also, 
if, as I think is the case, the" token currency has "the effect of 
encouraging and strengthening the hoarding habit, it is not true 
economy to object to the expense of a gold currency, and as a 



232 


result to force gold out of circulation and prevent its employment 
in other useful ways, thus causing extreme waste. 

9. Another objection is that gold coins, especially coins of small 
value, would be formidable rivals to currency notes. In my opi- 
nion notes will usually be preferred to coin — whether gold or silver 
— for such purposes as bank cash reserves and frequently for effect- 
ing remittances. If the use of notes for other purposes is en- 
dangered in anj'- way by a circulation of gold coins because the 
latter are preferred, it has to be remebered that notes may be 
affected by the growing demands for gold. The possibility that 
these demands will spread should be recognised. If the public 
want gold they will get it whether they hold notes or rupees, and 
when they prefer gold they are not likely to be satisfied with nptes, 
.payment of which can be demanded only in rupees. 

10. The hoarding habit in India is no doubt a difficult problem. 
Its recent rapid development in increased demands for gold, and 
the possibility of its further expansion, make it a question of the 
highest importance. I do not, however, think the opinion express- 
ed in paragraph 75 of the Report that ** the hoarding habit is 
sanctioned by the experience of centuries in India and by religious 
.and racial laws and customs ” sufficiently accounts for the acce- 
lerated pace it has latterly acquired. In my opinion, that is to a 
large extent the outcome of the policy which has brought into 
existence the extensive token currency. TJp to the closing of the 
Mints in 1893 to the free coinage of silver the public had been 
accustomed for generations to full value coins for their currency 
requirements, and they are not now prepared to hold their profits 
and savings in the form of overvalued rupees. Hence tbeir pre- 
ference for gold, both coin and bullion. I am therefore unable to 
agree that the habit is one which should be regarded as inevitable 
,in Indian social or religious conditions and not susceptible to 
treatment. The statistics show that great progress has been made 
in attracting the cash reserves of the people into useful and profit- 
able channels, such as investments and deposits with banks. But 
they also show this later reversion to hoarding on an extended 
.scale, which is thus a retrograde movement, indicating a greater 
and not unnatural desire for solid security than for profitable re- 
turns on investments in a currency medium which does not provide 
the kind of security now clearly preferred. It seems to me that it 
is not to the interest of India to have its rapidly accumulating 
wealth diverted into idle hoards by the token currency policy. 

11. But even if that policy has not been the cause of the in- 
creased demand for gold, the difficulty remains of drawing hoarded 
gold into profitable use. Capital is proverbially timid and no- 
where more so than in India. If, therefore, the gold held in India 
is to be attracted into useful employment it can, I think, be done 
only by providing security that when it is invested the investments 
-will continue to represent gold, and he convertible into gold, by 
means of a gold currency policy in which the public will have 

■confidence. 
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12. For the reasons I have indicated, X am of opinion that the 
true line of advance for the currency policy is to discourage an 
extension of the token currency by providing increased facilities 
for the distribution of gold when further increases in the currency 
become necessary. These greater facilities should, I consider, in- 
clude the issue of gold coins from an Indian mint of a value more 
suitable for general currency use than the sovereign and half- 
sovereign, for the purpose of assisting the distribution of gold 
when, as is frequently the case, the balance of trade is strong in 
India’s favour and gold arrives in considerable quantities. I also 
think that supplies of gold coins should be laid down in the up- 
country districts with the object of giving the general public effec- 
tive opportunities of obtaining gold coins. 

13. I do not, however, recommend the dispersal into circulation 
of any of the existing gold reserves. The maintenance of the ex- 
change value of the rupee should continue to be the guiding prin- 
ciple of the policy, and the reserve accumulated specially to secure 
the stability of exchange should continue to be specifically set 
apart for that purpose. But as future additions to the currency 
become necessary by reason of favourable trade balances, the addi- 
tions should take the form of gold which will be imported in settle- 
ment of the balance of trade. With the present system it is some- 
times found necessary to anticipate fresh additions to the currency 
by providing silver for coinage from the reserves. In my opinion 
it would be better to issue gold from tbe Paper Currency Reserve 
to the public in such circumstances and allow the gold when im- 
ported lafer to accumulate again in that reserve. 

14. The procedure which I have suggested would, of course, be 
applicable only to normal times. Should the situation caused by 
the crisis of 1907-08 recur, and the gold reserves be depleted to 
support exchange and the silver reserves inflated, the issue of gold 
for internal purposes would require to be suspended until the 
surplus rupee reserves were reabsorbed by tbe public and the gold 
reserves restored . So long as such an extensive token coinage is 
in existence, it is important that the public should use it. 

15. I also regret to be unable to assent to the proposals con- 
tained in the Report whereby tbe Treasury balances in India and 
in London may be utilised for the purpose of maintaining the 
exchange value of the rupee, and for the provision of fresh supplies 
of coined rupees. I see no good reason for associating the Govern- 
ment cash balances with currency reserve for purely currency 
purposes. If the gold reserves should not be strong enough to 
maintain exchange in a time of difficulty, it would he better to 
raise additional funds by the issue of temporary loans than to rely 
upon cash balances for such a purpose. 

16. Also, I consider the cash balances an unsuitable source from 
which to provide supplies of silver for coinage. For example, the 
balances laid down in London represent mainly the proceeds of 
Council drafts which are sold throughout the year at current rates 
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of exchange, and frequently at rates well below gold import point. 
If money so provided in London is used to add rupees to the cur- 
rency in India it means that fresh rupees are issued at more than 
the established ratio of 15 rupees to the sovereign. 

17. The same objection applies to sales of Council drafts below 
gold point against the Grold Standard Reserve in India for the 
re-issue of rupees withdrawn from circulation to support exchange, 
as in 1909-10, and against that Reserve and the Paper Currency 
Reserve for the provision of new currency. The necessity for work- 
ing at gold import point in such circumstances does not appear to 
be sufficiently recognised, but in my opinion it is most important. 
To work the system by means of drafts at any other rate not only 
breaks the standard ratio, but lays Government open to the charge 
of departing from the standard to secure the profits on coinage. 

18. The system by which the proceeds of all Council drafts sold 
are passed into the general balances of the Secretary of State, and 
portions are subsequently allocated to the Grold Standard or Paper 
Currency Reserves is open to the same objection. It seems neces- 
sary to separate sales on account of those latter funds from sales 
for purely Treasury purposes, as they should be made only at the 
special rate indicated above. 

19. I am not convinced that a good case has been made out for 
the location of the metallic portion of the Grold Standard Reserve 
in London. I consider that the portion which the Commission are 
recommending to be held in gold should be held in India earmarked 
for the support of exchange, and that when it has to be used for 
that purpose, it should be issued to the public who want it for 
export. I should not, however, be in favour of an immediate 
transfer of the gold now held in London to Ihdia. But when the 
Reserve in London is again drawn upon for the support of ex- 
change, it should not later be restored to London, but should be 
allowed to accrrnrulate in India in g*old. 

20. I also consider that the coin reserve of the Paper Currency 
Department should be held exclusively in India. It is in India 
alone that the notes for the redemption of which the Reserve is 
maintained fall to be converted into coin on demand. The transfer 
of a portion of the Reserve to London is a measure which is not 
calculated to improve the credit of the note issue and is therefore 
undesirable. For the same reason, I am unable to approve of the 
proposal to employ in London a portion of the Reserve in temporary 
investments. 


T. BEGBIE. 
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Report of Committee on Indian Exchange 

and Currency, 1919. 


To 

The Right Hon’ble EDWIN S. MONTAGU, M.P., 

Secretary of State for India. 

1. Terms Of reference. — -We were appointed on tlie 30th 
May 1919, as a Committee to advise in regard to the future of 
Indian Exchange and Currency. Our terms of reference were as 
follows : — 

“ To examine the effect of the war on the Indian exchange 
and currency system and practice, and upon the posi- 
tion of the Indian note-issue, and to consider whether, 
in the light of this experience and of possible future 
variations in the price of silver, modifications of sys- 
tem or practice may he required ; to make recommenda- 
tions as to such modifications, and generally as to the 
policy that should he pursued with a view to meeting 
the requirements of trade, to maintaining a satisfactory 
monetary circulation, and to ensuring a stable gold 
exchange standard.” 

Introductory. 

2. Witnesses. — We have held 40 meeting's and examined 
28 witnesses. We have endeavoured to obtain evidence of as 
widely representative a character as possible. The official side 
of the case has been placed before us hv Sir Lionel Abrahams, 
K.C.B., Assistant Under-Secretary of State, Mr. F. H. Lucas, 
C.B., C.V.O., Financial Secretary at the India Office, and Mr. 
M. M. S. Grubbay, C.S.I., O.I.E., Controller of Currency in 
India, who, in addition to serving as a member of our Committee, 
was the accredited spokesman of the Government of India. Sir 
W. Meyer, G.C.I.E., K.C.S.I., who was Financial Member of 
the Governor-General’s Council in India for practically the whole 
period of the war, also gave evidence. In addition, we had the 
advantage of hearing Sir David BarhouT, K.C.S.I., K.C.M.G., who 
occupied the post of Financial Member of the Governor-General’s 
Council from 1887-93, when the policy of closing the Indian 
mints to the free coinage of silver was adopted, and subsequently 
served as a member of the Indian Currency Committee presided 
over by Sir Henry Fowler (later Lord Wolverhampton) in 1898-99. 

In order to ensure that all important representative associations 
in India should he given the fullest opportunity to nominate 
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witnesses, we requested tlie Government of India, through, the 
Secretary of State, to renew ,the invitation they had issued prior 
to our first meeting, and to facilitate the deputation of witnesses 
to this country. The majority of the Chambers of Commerce and 
other representative associations in India elected to submit their 
views in writing rather than depute a witness for the purpose. 
All the memoranda received from them will be found in the 
volumes of our proceedings, and we need scarcely say that we have 
given them the careful consideration to which the responsibility 
and experience of their authors entitle them. Witnesses were 
specially deputed from India on behalf of the Indian Merchants’ 
Chamber and Bureau, and the Bombay Millowners’ Association. . 

Eight other witnesses representative of financial, commercial, 
and banking interests in the East appeared before us. Apart 
from the representatives of the Eastern Exchange Banks Asso- 
ciation, these included Lord Inchcape, G.C.M.G., K.C.S.I., 

K.C.I.E., who served on the Secretary of State’s Council from 1897 
to 1911; Mr. M. de P. Webb, C.I.E., C.B.E., formerly Chairman 
of the Karachi Chamber of Commerce ; Mr. J. 17. Stuart, 
of the Indian Tea Association ; Sir E. Itosling, of the Ceylon 
Association; Mr. J. E. 17. Graham, who represented the Glasgow 
Chamber of Commerce; and Mr. S. B. Bomanji, Member of the 
Indian Merchants’ Chamber and Bureau, Bombay. Invitations 
were also issued to the East Indian Section of the London Chamber 
of Commerce and tbe Manchester Chamber of Commerce, but these 
bodies did not consider it necessary to nominate a special witness. 
Tbe Ceylon Chamber of Commerce also found it impossible to 
depute a representative to give evidence before us. 

3. Prior to our appointment the Secretary of State had appoint- 
ed Professor C. G. Cullis, D.Sc., and Professor JET. C. H. Car- 
penter, E.It.S., of the Impreial College of Science and Technology, 
to conduct an enquiry into the conditions of silver production, 
the prospects of future, output, and the causes by which it was 
likely to be influenced. We were able to avail ourselves of the 
results of this valuable investigation, and the two gentlemen who 
had conducted the enquiry appeared before us. Mr. E. L. de M. 
Moeatta, partner in the firm of Messrs. Mocatta and Goldsmid, 
bullion brokers, also gave evidence on the conditions and prospects 
of the silver market. 

We found it necessary to examine the bearing of the exchange 
value of the rupee on the level of prices in India, and in response 
to our request for evidence on this point, the Government of 
India deputed Mr. K. L. Datta, who in 1910-13 had conducted 
an enquiry into the rise of prices in India from 1895, to appear 
before us, not indeed as tbe official spokesman of the Government-,; 
but as an authority on prices and economic conditions in India. 
We also took evidence from Sir James Douie, K.C.S.I., a retired 
officer of the Indian Civil Service, and Mr. James Campbell, O.B.E., 
I.C.S., on this aspect of the case. 
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Sir Brien Cokayne, K.B.E., Governor of the Bank of England, 
gave evidence ■with reference to the Indian demand for the precious 
metals. 

The remaining witnesses were: — Mr. E. T. Rowlatt, Governor 
of the National Bank of Egypt; Mr. E. I. Kent, Director of the 
Foreign Exchange Section of the Federal Reserve Board of the 
United States of America; Sir Stanley Heed, K.B.E., Editor 
of the Times of India ; Mr. J. M. Keynes, C.B., a Member of 
the Royal Commission on Indian Finance and Currency, 1913-14; 
Professor H. Stanley Jevons, of Allahabad University; and Mr. 
S. E. Sarma, a student of Indian currency questions. 

"We wish to express our sincere regret at the premature death 
of Sir Lionel Abrahams, K.C.B., Assistant Under Secretary of 
State for India, and our sense of the loss which the public service 
has suffered in the death of an officer of unrivalled knowledge 
and experience in all questions connected with Indian currency 
and finance. Our records show the high value and wide scope 
of the evidence which we received from him in the course of our 
enquiry. 

Limits of Terms of Reference. 

4. Scope of enquiry. — At the outset ofjiur Report we would 
draw particular attention to the last phrase of our reference 
under which we are directed to make recommendations with a 
view “ to ensuring a stable gold exchange standard.” This pre- 
cluded us from considering the question of returning to a silver 
standard such as existed before 1893, or of introducing a bi-metallic 
standard. We think it well, however, to add that we are un- 
animously of opinion tiiat no useful end would have been served 
by an enlargement of our reference so as to permit the considera- 
tion of these alternatives 

The Chamberlain Commission. 

5. Royal Commission on Indian Finance and Cur- 
rency, 1913-14:. — The history of the Indian currency system 
from 1893, when the Indian Mints were closed to the free coinage 
of silver, to 1914, is briefly described in paragraphs 12-43 of the 
Report of the Royal Commission on Indian Finance and Currency, 
which sat in 1913-14 under the chairmanship of the Rt. Hon. 
Austen Chamberlain, M.P., now Chancellor of the Exchequer. 
In this report, issued a few months before the outbreak of war. 
the Commission generally endorsed the policy and measures which 
had been adopted with a view to the establishment of the exchange 
value of the rupee on a stable basis. They made important recom- 
mendations regarding, the use of gold as currency, the minting 
of gold in India, the development of the note-issue, the utilisa- 
tion of Government balances in India and England, the sale of 
drafts on India and London, the constitution and location of the 
Gold Standard and Paper Currency Reserves, the organisation for 
the discharge of financial business at the India Office, and the ques- 
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tion of establishing a State or Central Bank in India. These recom- 
mendations were under the consideration of the Government of 
India when the financial and economic upheaval consequent on 
the outbreak of war supervened, and it was decided to postpone 
further action until the return of normal conditions. We shall 
refer in later passages of our Report to those suggestions made 
by the Royal Commission which more particularly concern our 
enquiry. 

Position at the Outbreak of War. 

6. Currency in circulation. — At the outbreak of wai the 
main facts of the Indian currency system were as follows 1 : — 

The Indian currency consisted of British gold coins, silver 
rupees, subsidiary coins of silver, nickel, and bronze, and cur- 
rency notes. 

The British sovereign and half-sovereign were unlimited legal 
tender for 15 and 7^ rupees respectively, and the Government 
had undertaken by notification to issue rupees to the public in 
exchange for sovereigns and half-sovereigns at the rate mentioned 
above, being the equivalent of Is. 4 d. per rupee. The rupee 
(as also the half-rupee) was unlimited legal tender and was the 
main metallic medium for the transaction of business. Currency 
notes of denominations of Rs. 5 and upwards were in circulation, 
and were legal tender without limit of amount. They were re- 
deemable in coin on presentation at the Currency Offices. 

Sovereigns had not been minted in India before the war, but 
the Government of India ordinarily issued them in exchange for 
rupees or notes in response to any demand from the public, although 
they had not undertaken to do so. The extent to which gold coin 
actually circulated in India before the war is uncertain, but in 
Bombay and parts of the Punjab its use as currency was not 


1 The following information may assist readers of the Report who are 
not familiar with Indian terms and statistics. One lakh =1,00,000. One 
crore=100 lakhs =1,00,00, 000. At the exchange rate of Is. 4a. per rupee, 
one lakh of rupees = 6, 666Z. One erore of rupees = 666,6661. The weight ana 
fineness of the rupee and silver dollar and of the sovereign and gold dollar 
are shown in the table below : — 



Weight. 

Amount of 

Fine Silver. 


Grains. 

Grains. 

Bttpee ....... 

ISO (one tola) 

165 

Silver dollar * 

4125 

371'25 



Amount of 



Fine Gold. 



grain. 

Sovereign . . . 

123-27447 

113 0016 

Gold, dollar ...... 

25*8 

23-22 
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uncommon. In any case, the amount of gold coin absorbed was 
large, as will be seen from tbe figures for tbe five years before 
the war : — 

Absorption of sovereigns and half-sovereigns in India. 

£ 

1909 — 10 ........ 2 , 873,000 

1910 — 11 1 , 433,000 

1911 — 12 8 , 887,000 

1912 — 13 11 , 100,000 

1913 — 14 12 , 070,000 

*7. Sale of Council Drafts. — Tliere was normally a steady 
demand for remittance! to India as tbe result of a favourable trade 
balance. This was adjusted partly by tbe importation of tbe 
precious metals, which was unrestricted, and partly by the sale 
by the Secretary of State in Council of drafts on the Government 
of India. The sale of these drafts, generally known as Council 
Drafts, was primarily 'intended to provide funds for meeting 
expenditure on behalf of the Government of India in the United 
Kingdom. It had the effect of releasing currency (metallic rupees 
or notes or, exceptionally, gold) in India against payment of ster- 
ling in London, and it was found convenient to extend the sales 
so as to provide additional currency in response to the requirements 
of trade. The same result would "have been produced by the ship- 
ment of gold to India and its tender to the Government in exchange 
for rupees ; but the acceptance in London of sterling (which was 
then equivalent to gold) instead of gold in India was convenient 
both for the Government and for the purchasers of Council Drafts. 

The amount of the Council Drafts offered for sale each week 
was therefore fixed not only with reference to the requirements 
of the India Office, but also with reference to the demands for 
remittance to India, subject always to the capacity of the Gov- 
ernment of India’s resources to meet them. The rate obtained for 
the drafts varied from time to time according to trade demand, 
but as there was a standing offer to sell bills without limit of amount 
at Is. 4^d. per rupee, the price never exceeded this figure, which 
corresponded to the theoretical gold export point. The Secretary 
of State also maintained the practice of not selling his bills below 
Ls. 3 §§d. per rupee. 

Reverse Councils. — If, owing to a temporary change in the 
normal current of trade, there was a tendency for the exchange 
value of the mpee to fall, below this figure, and if this tendency 
was not sufficiently counteracted by a cessation of the gales of 
drafts, the situation was met by the sale in India of bills on 
London, generally known as “ Reverse Councils,” at Is. Sf-frth 
per rupee. 

G-old Standard. Reserve. — The Gold Standard Reserve, 
which had been accumulated from the profits on the coinage of 
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rupees, was available for tbe purpose of meeting these Reverse 
Drafts, thus answering tlie purpose for which it was created, 
and preventing any further fall in the exchange value of the 
rupee. 

Stabilisation of exchange. — The effect of these arrange- 
ments was to keep the exchange value of the rupee very near to 
the ratio of 15 rupees to the £. Such fluctuations as occurred were 
similar to those that occur from time to time in the exchange 
between gold standard countries where the variations are limited by 
the cost of moving gold to adjust the balance of indebtedness. 

The effective maintenance of this fixed relation depended not 
upon the import and export of gold, but upon the action of the 
Secretary of State and the Government of India in giving rupees 
in exchange for gold or sterling, and sterling for rupee currency, 
in the manner explained above. The Indian standard of value has 
therefore been described not, as a gold standard but as a gold ex- 
change standard. This designation, however, is open to criticism 
on the ground that it does not take account of the distinction which 
it has now- become necessary to observe between gold and sterling. 
This distinction, as we shall see later, introduces a new and critical 
problem in connection with the exchange. 

8. Part played by Council Drafts and precious 
metals in adjustment of trade balance. — The precious 
metals played a part little less important than that of Council 
Drafts in the adjustment of India’s trade balance. The follow- 
ing table sets forth the balance of trade on private account, the 
net imports of treasure on private account and the sales of Council 
Drafts for the 10 years prior to the outbreak of war: — 


1904— 5 

1905 — 6 . 

1906— 7 

1907— 8 

190S — 9 

£ 

Excess of 
Exports over 
Imports on 
Private 
Account. 

40,548,200 

39,086,700 

45,506,600 

31,640,000 

21,173,300 

£ 

Net Imports 
of Treasure 
on Private 
Account (Gold 
and Silver 
Coin and 
Bullion). 

16,700,600 

9,646,900 

14,420,000 

18.253.300 

11.116.300 

£ 

Net Sales of 
Council Drafts 
(i e., Council 
Draft less 
Reverse 
Drafts). 

24.150.000 

31.886.000 
34,069,400 
15,676,700 

5,33o,300 

Total 

. 177,954,800 

70,137,100 

111,117,400 


£ 

£ 

£ 

1909—10 

47,213,000 

20,688,000 

27,710,600 

1910—11 

. 53,685,300 

21,700,000 

26,389,800 

1911—12 

59,512,900 

28,706,000 

26,917,500 

1912—13 

57,020,900 

29,435,000 

25,983,500 

1913—14 

43,753,900 

19,713,000 

31,200,800 

Total 

. 261,186,000 

120,242,000 ' 

138,202,200 
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It is impossible, however, to arrive at any exact analysis of 
all the elements contributing to the settlement of India’s trade 
balance, since the “ invisible ” exports and imports (freights, 
insurances, interest, transfer of profits, movements of capital, etc.) 
cannot be valued accurately. 

Effect of Outbreak of War ox Financial Position in India. 

9. The outbreak of war immediately caused, in India as else- 
where, a general dislocation of trade and business of which the 
pidneipal symptoms were the weakening of exchange, withdrawals 
of Savings Bank deposits, a demand for the encashment of notes, 
and a run on Indian gold stocks. 

Weakening of exchange. — The weakening of exchange 
was met by the proved expedient of offering drafts on London. 
Between 6tli August 1914 and 28th January 1915 Reverse Councils 
were sold to the extent of 8, TOT, 0007. In February 1915 the 
demand for Council Drafts revived, and, apart from further 
periods of weakness in 1915-16, and between November 1918 and 
April 1919, when Reverse Councils were sold to the extent of 

4.893.0007. and 5,465,0007. respectively, Indian exchange remained 
strong throughout the duration of the -war. 

Withdrawal of Savings Bank deposits. — The net 

withdrawal of Savings Bank deposits amounted in the first two- 
months of the war to Rs. 6 crores, out of the total deposits of 
24^ crores on 31st July 1914. From September to October 1914 
there were further withdrawals to the extent of Rs. 2 crores. 
Subsequently there was a recovery, but the net withdrawals for 
the year 1914-15 amounted to over Rs. 8 crores. The tide turned 
in 1915-16, and since that date deposits have continued to increase, 
with the result that the* figure at the end of 1918-19 was ISf 
crores. There was also a run on the banks, but this proved of 
short duration, 

10. Encashment of notes. — Some lack of confidence in 
the Indian note issue manifested itself at the outbreak of war 
and resulted in a net return of currency notes to the extent 
of 10 crores between 31st July 1914 and 31st March 1915, at 
which date the net circulation 1 had declined from Rs. 66*28 crores 
to Rs. 55*65 crores. The silver held in the Paper Currency 
Reserve fell from Rs. 33'94 crores on 31st July to Rs. 29'8T crores 
on 31st December 1914. But from the spring of 1915 onwards 
there has been a steady increase of the note circulation and on 
30th November 1919 the net circulation amounted to Rs. 178*93 
crores. 

Demand for gold. — At the end of July 1914 there arose 
a keen demand for gold in exchange for notes, and between the 
1st and 4th of August the Government- of India lost about 

1.800.0007. of gold. Some precatitions had been taken to dis- 
courage the withdrawal of gold for internal purposes when there 

1 The term “ net circulation ” means the amount of notes issued (“ gross 
circulation ”) less those held in Reserve Treasuries. 
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was a demand for its use as a means of foreign remittance; but 
when it was seen that the precautions were unavailing it became 
necessary on 5th August to suspend the issue of gold to private 
persons. After that time notes presented for encashment were paid 
in silver coin only. 

The disquieting symptoms to which we have referred lasted only 
for a short time. The return of public confidence was assisted by 
the assurance given to the banking and commercial community 
of adequate and continuous facilities for remittance and by the 
readiness with which the Government of India met demands for 
the encashment of currency notes. 

Currency Difficulties. 

11. Symptoms of currency difficulties.-—* It is not sur- 
prising that the outbreak of war should have caused a temporary 
disturbance of Indian financial conditions, but when the first 
shock had passed away the currency mechanism worked smoothly. 
It was not until the end of 1916 that acute complications arose 
in the sphere of Indian currency and exchange. These compli- 
cations showed themselves mainly in the rapid rise in the price 
<of silver and later in the increasing difficulty of obtaining silver 
to meet the heavy demands for silver coin. The causes contri- 
buting to these results were various, and it will be necessary to 
trace them in some detail. 

12. [Large trade "balance in favour of India. — The 

Government of India, as is well known, are under the obligation 
of meeting heavy sterling payments in the "United Kingdom. 
The net amount of these in the years 1910-14 averaged over 
25,000,000Z. a year. The ability of the M Government of India to 
remit to [London the funds required for these payments, and also 
the successful working of the Indian currency system, depend on 
the existence of a substantial balance of trade in India’s favour. 
In the period immediately preceding the outbreak of war India 
had enjoyed a series of remarkably prosperous seasons, as will be 
•seen from the following table, which exhibits the value of her 
exports and imports on private account for the years 1909-10 to 
1913-14: — 


Exports and Imports of Merchandise on Private Account . 1 


Year. 

Exports. 

Imports. 

Net Exports. 


£ 

£ 

£ 

1909—10 

125,253,000 

78,040,000 

47,213,000 

1910—11 

139,921,300 

86,236,000 

53,685,300 

1911—12 

151,896,100 

92,383,200 

59,512,900 

1912—13 

164,364,800 

107,343,900 

57,020,900 

1913—14 

165,919,200 

122,165,300 

43,753,900 

rage for 5 years . 

149,470,900 

97,233,700 

52,237,200 


1 These figures represent rupee values converted at the statutory rate of 
Rs. 15= £1. 
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The corresponding figures for the years 1914-15 to 1918-19 are 
■as follows: — 


Tear. 

Exports. 

Imports. 

Net Exports. 


£ 

£ 

£ 

1914 — 15 

121,061,100 

91,952,600 

29,108,500 

1915—16 . . 

131,586,800 

87,560,200 

44,026,600 

1916 — 17 

160,591,200 

99,748,000 

60,843,200 

1917—18 

161,700,000 

100,280,000 

61,420,000 

191&— 19 

169,230,000 

112,690,000 

56,540,000 

rage for 5 years . 

148,833,800 

98,446,100 

50,387,700 


It will be observed that the average balance in India’s favour 
was slightly higher in the earlier quinquennium than in the later, 
mainly owing to the heavy fall in the first two years of the war. 
But if we take the three years 1916-17, 1917-18, 1918-19, when 
Indian currency difficulties were most acute, the average balance 
of trade in India’s favour, viz., 59,601,1001., will be seen to have 
been decidedly in excess of the average of the last three years of 
the pre-war period (1911-12 to 1913-14), viz., 53,429,200 1. 1 
During the war imports into India were limited by the restriction 
of the available supplies from manufacturing countries in Europe. 
Imports from Germany and Austria ceased entirely on the out- 
break of war, whilst the productive power of the United Kingdom 
and her Allies was more and more completely absorbed on war 
industries as hostilities were •protracted. There was consequently 
a large- reduction in the quantity of goods imported into India, 
and it was only the rise in prices that maintained the value of 
the import trade and prevented its actual contraction. Exports 
from India, on the other hand, though restricted by difficulties of 
transport and finance, were in great demand. Supplies of raw 
materials and foodstuffs were required for the use of the Allied 
Powers, and the prices they realised were abnormally high. En- 
hanced values counteracted the shortage of freight and restric- 
tions of finance, with the result already indicated, that the favour- 
able trade balance was not onlv maintained, but even showed a 
tendency to increase. 

13 . Exceptional disbursements on Tbelialf of His 
Majesty’s Government, etc. — The large balance of trade 
indebtedness in India’s favour was reflected in the strength of 
exchange and the heavy demand on Government for currency ; and 
•other special causes were at work during the war to intensify this 
demand. India formed the base of important military operations 
:in Mesopotamia, Persia and East Africa. The Government of 
India were called upon to provide funds for the payment of British 
and Indian troops engaged, for the purchase of a large part of 
the supplies, and for other expenses incidental to a modern 
campaign, and also for meeting civil expenditure in occupied 

1 The excess would be somewhat greater if in the last two years the rupee 
values were converted at the then current rate of exchange. 
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territory. The amount of the recoverable expenditure incurred 
by the Government of India on behalf of the Imperial Govern- 
ment between 1914 and the present date has exceeded 240,000,0002., 
and expenditure of this nature has not yet ceased. In addition 
to the above, arrangements were made for the financing of pur- 
chases in India on behalf of certain Dominions and Colonies and 
for the provision of rupee credits, amounting to 20 crores in 1917-18 
and 1918-19, for American importers of Indian produce. 

These exceptional disbursements created a heavy additional 
demand for Indian currency. 

14. Decrease in imports of preoions metals. — We 

have already referred to the part that the imports of gold and 
silver into India play in normal conditions in adjusting India’s 
favourable trade balance. We shall deal later with the nature 
of the Indian demand, monetary, industrial, and social, for the 
precious metals. At present we are concerned with the deficiency 
in the satisfaction of this demand in the period of the war. The 
following table exhibits the value of India’s imports of gold and 
silver for the five years 1909-10 to 1913-14, and the correspond- 
ing value in the years 1914-15 to 1918-19: — 


Net imports into India of Treasure on Private Account. 



Gold Coin, 
and Bullion. 

Silver Coin, 
and Bullion. 

Total. 


£ 

£ 

£ 

1909—10 

14,446,000 

6,242,000 

20,688,000 

1910—11 

15,986,000 

5,714,000 

21,700,000 

1911 — 12 

25,178,000 

3,528,000 

28,706,000 

1912—13 

25,052,000 

4,383,000 

29,435,000 

1913—14 

15,550,000 

4,163,000 

19,713,000 

Total 

96,212,000 

23,030,000 

120,242,000 


£ 

£ 

£ 

1914—15 

5,637,000 

6,676,000 

12,313,000 

1915—16 

3,267,000 

3,717,000 

6,984,000 

ooo‘zeg‘1 ooo‘on‘T— ooo'zez's 

1917—18 . . 14,306,000 

971,000 

ZI— 9161 
15,277,000 

1918—19 

15,000 

38,000 

53,000 

Total 

26,022,000 

9,962,000 

35,984,000 


Several factors . contributed to the remarkable decline in the 
import of the precious metals during the latter period. 

The first, and far the most important, factor was the difficulty 
of obtaining gold. The free market in London, on which India 
had been able to draw in the past, disappeared on the outbreak 
of war. Destructions on the export of gold were imposed by 
belligerent Governments desirous of maintaining* their stocks of 
the metal for war purposes, and India was accordingly only able 
to obtain very limited quantities. The relatively high imports in 
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1917-18, mainly from Japan and the United States, were largely- 
caused by the difficulty of obtaining rupee exchange when the 
sales of Council Drafts were limited and controlled. The low figure 
for 1918-19 was mainly due to restrictions placed upon the export 
of gold from the United States. 

15. Shortage Of Silver sxipply. — The dearth of gold created 
a strong demand for silver. This would have tended normally 
to increase private imports of silver, which remained unrestricted 
until September 1917. But during tbis period of the war the 
silver market was subject to conditions of supply and of demand 
which severely limited the amount of the metal available for private 
purchasers. 

There was, in the first place, a great shortage of supply. The 
world’s production of silver from' 1914 onwards exhibited a marked 
decline from the production of the preceding years. The question 
is fully discussed in the Report on the World’s Production of 
Silver, by Professors Carpenter and Cullis, which is included in 
the Appendices to our Report. Their statistics are summarised 
in the following table : — 


Mine Production of Silver (in Fine Ounces, 000 omitted). 


Year. 

Canada. 

United 
States of 
America, 

Mexico. 

Best 
‘ of 

World. 

Total 

of 

World. 

1910 


32,869 

57,599 

71,372 

57,249 

219,089 

1911 


32,559 

61,109 

79,033 

57,683 

230,384 

1912 . . . . 


31,956 

66,041 

74,640 

60,423 

233,060 

1913 


31,806 

71,200 

70,704 

57*966 

231,676 

Average for 4 years 1910 — 1913 


32,297 

63,987 

73,937 

58,331 

228,552 

1914 


28,449 

! 

69,634 

27,547 

50,418 

176,048 

1915 


26,626 

72,369 

39,570 

47,180 

185,745 

1916 


25,460 

78,875 

22,838 

48,283 

175,456 

1917 


22.221 

70,666 

31,214 

50,949 

175,050 

Average for 4 years 1914 — 1917 

• 

25 689 


30,292 

49,208 

178,075 


Approximately three-quarters of the world’s silver is mined 
in North America and Mexico. The decrease in the Canadian pro- 
duction due to the progressive exhaustion of the Cobalt field was 
more than compensated by an increase in the production of the 
United States of America*, and the key to the shortage of silver 
is to be found in Mexico, where, owing to political disturbances, 
the production of silver fell from an average of 73,937,000 
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fine ounces for the years 1910-13 to an average of 30,292,000 fine 
ounces for tlie years 1914-17, a reduction of 43*6 million ounces 
out of a total reduction of 50*5 million ounces in tlie world’s pro- 
duction. It will be noted that the fall in Mexican production r 
though it coincided approximately with the beginning of the war y 
was not caused hv the war, hut bv internal conditions in Mexico. 

16. Heavy world demand for silver. — Had the world’s 
demand for silver remained normal, the marked decline in sup- 
plies from 1914 onwards could hardly have failed to produce a 
rise in price and must have influenced the quantity of the metal, 
available for India. But actually the world’s demand for silver 
was unusually keen, particularly for coinage. The coinage of 
the British Empire for example absorbed nearly 108 million fine 
ounces of silver in the years 1915 to 1918 as against 30*5 million 
fine ounces in the years 1910 to 19.13, and there is evidence that 
there were similar increases in the silver coinage of other countries. 

There has also been a heavy demand for China during the 
last two years. In the years 1914-17 China was a seller of silver 
and her net exports of the metal amounted to over 77,000,000 
standard ounces. Erom 1918, on the other hand, China has been 
a persistent buyer, and in recent months the intensity of her 
demand has been the dominating feature of the silver market. It 
is probable that the export of the previous years has now been 
made good, but so far there is no indication of any slackening in 
the demand. 

17. Indian demand for silver for coinage. — We have 
seen that war conditions militated against the normal flow of the 
precious metals to India, where their import would have assisted 
in the liquidation of the trade balance in India’s favour. The 
burden of liquidating this balance was thus focussed on the Gov- 
ernment of India and took the form of heavy demands for currency. 
The efforts made to meet these demands are indicated by the fact 
that between April 1916 and March 1919 over 300,000,000 
standard ounces of silver 1 were bought in the market for coinage 
in addition to 200,000,000 fine ounces purchased under the Pittman 
Act ( see paragraph 23), as compared with about 180,000,000 
standard ounces between April 1904 and March .1907, when the 
Indian demand was specially heavy and continuous. 

18. Rise in price of silver. — These large purchases, com- 
bined with the decrease in the supplies of silver and the increased 
demand from other quarters, reacted strongly on the price of the 
metal. In 1915 the highest price of silver in the London market 
was 27 £d. per standard ounce. By April 1916 it had risen to 
3 5-§-d. and in December had reached 37d. The rise in price con- 
tinued throughout the first part of 1917 and in August 
it exceeded 43d. We iuvite attention to this figure, be- 
cause it marks the point at which the exchange valne of the 

1 Standard silver is 925 fine. 
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rupee at Is. 4 d. is equivalent to its bullion value, and it was 
the rise in the price of silver to this figure and above it that 
necessitated the alterations in exchange to which we refer in 
paragraph 22. In September 1917 the price of silver rose to 
odd . 

In September 1917 the United States Government instituted 
control over the trade in silver and prohibited the export of the 
metal except under licence. The effect of this control was to 
check the rising tendency of silver prices, and between Octobei 
1917 and Api'il 1918 the London quotation varied between 41£d. 
and 49 \d. per standard ounce. After the passing of the Pittman 
Act in April 1918 {see paragraph 23), no export licenses were 
granted by the Government of the United States of America except 
for silver which was brought at 101^- cents, or less, per fine ounce, 
and was required for purposes connected with the prosecution of 
the "war. Similar measures were adopted by the Canadian Gov- 
ernment, and the British Government fixed a maximum price for 
silver corresponding to the American maximum. These measures 
had the effect of stabilising the market price of silver at about 
a dollar per fine ounce, and facilitated purchases for India. 
Between May 1918 and April 1919 the London price -for silver 
ranged between 47 %d. and 50 d. per standard ounce. But when in 
May 1919 the United States Government and the British Govern- 
ment withdrew control over the silver market, a further rise in 
price occurred, and in May the London price reached 58d., or more 
than double the maximum attained in 1915. Since that date, 
mainly on account of the exceptional demands from China, the 
price has risen still further and on 17th December stood at 78d. 
per standard ounce. 

19. Influence of dollar-sterling exchange on 
London price of silver. — It is necessary at this stage to refer 
to another factor tending to raise the price of silver in the London 
market. During the war arrangements were concerted between 
the British and American Governments under which the sterling 
exchange on America was “ pegged 55 at $4‘76 1 5 y. Government 
support of exchange was withdrawn on 20th March 1919 and since 
that date the London-New York exchange has moved heavily 
against the United Kingdom. On 17th December the £ sterling 
"was equivalent to only $3*83 as against its par value of $4*8666. 
As America is the principal source of the world’s silver supply, 
the chief payments for the metal have to he made ultimately in 
that country. The sterling price of silver accordingly takes 
account of the state of the London-New York exchange, and any 
rise or fall in that exchange is reflected in the London price. A 
fall in sterling exchange has thus the effect of raising the London 
quotation for silver. For any given sterling value of the rupee 
there is a corresponding sterling price for silver above which silver 
for coinage into rupees can only be purchased at a loss. If, without 
any change in the gold price of silver as measured in dollars, 
the London quotation should rise in consequence of a fall in the 
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London-New York exchange, purchases of silver for India may 
he rendered impracticable unless the rupee exchange is raised to 
redress the fall in sterling. The position may be made clear by 
an illustration. If the exchange value of the rupee is 2s., the 
Secretary of State can buy silver for coinage into rupees without 
loss at 63 d. per standard ounce. If the London-New York 
exchange fell 10 per cent., the sterling quotation for silver would, 
ceteris 'paribus, react in proportion, and assuming that the price 
stood at 63d. before the fall in American exchange, it would rise 
to over 69d. as the direct consequence of the fall in exchange. 
If in these conditions the Secretary of State, wished to purchase 
silver for coinage without loss, it would be necessary for the rupee 
exchange to be raised to about 2s. 2\d. 

20. Maintenance of pre-war currency system im- 
practicable. — In the circumstances we have described the pur- 
chase of silver for coinage was attended with serious difficulty. 
In paragraph 23 we give details of the purchases made. Though 
these purchases represent a considerable proportion of the world’s 
annual supply, they were insufficient for the heavy and continuous 
requirements for silver coin. This fact, taken in conjunction with 
the rising price at which purchases had to be effected rendered 
the maintenance of the pre-war currency and exchange system 
impracticable. The Secretary of State was unable to maintain 
his offer to sell Council Drafts without limit of amount, while .in 
view of the rise in the price of silver to a level higher than that 
which corresponds to a bullion value of Is. 4 d. for the rupee, he 
was compelled to raise the rate at which he sold the limited amount 
of Council Drafts which he was able to offer. 

These fundamental changes in the system were accompanied by 
a number of supplementary measures designed to meet special 
difficulties which arose from time to time. ~We propose to deal 
first with the changes in the machinery for regulating exchange, 
viz., ( a ) the Government control of exchange and (b) the raising 
of the rate for the sale of Council Drafts, and then to pass on 
to the other measures adopted by the Government to conserve their 
resources and to meet the exceptional demands for currency. 


Measures takejn. 

(a) Control of Exchange. 

21 . After exchange had recovered from the temporary disloca- 
tion consequent upon the outbreak of war, the demand for Council 
Drafts continued on a normal scale until October 1916. During 
November the amount of the weekly sales increased rapidly, and 
in the first fortnight of December they exceeded 5,GOO,OOOZ”. The 
rupee hplding in the Paper Currency Reserve had then fallen 
to 14 crores, and : though there was silver awaiting coinage and 
the Secretary of State had made large purchases, it was evident 
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that the continuance of sales on this scale would endanger the 
convertibility of the note issue. 

Limitation of sales of Council Drafts. — To avoid this 
danger the Council Drafts sold by the Secretary of State were 
limited from 20th December 1916, the weekly amount, which 
varied between 120 laklis and 30 lakhs, being fixed from time to 
time mainly on a consideration of the rupee resources of the 
Government of India. The limitation of the amount of Council 
Drafts at a time when the demand for remittance to India was 
exceptionally strong and no adequate alternative method of remit- 
tance was available led to a divergence between the market rate 
of exchange and the rate at which the drafts were sold. It also 
became evident that the remittance available might be insufficient 
to finance the whole of the Indian export trade, and it was essen- 
tial that the exports required for war purposes should not be 
impeded. It was found necessary, therefore, to introduce certain 
measures of control. 

Sale at fixed rate to selected institutions on speci- 
fied conditions. — From 3rd January 1917 Council Drafts 
were sold at a fixed rate, which at the outset was Is. 4 for imme- 
diate telegraphic transfers, and the sale was confined to banks 
and firms on the “ Approved List,” which included the chief 
exchange banks and a few large purchasers of drafts. A little 
later these banks and films were required to do business with 
third parties at prescribed rates and to apply their resources 
primarily to financing the export of articles of importance to 
the Allies for the purpose of carrying on the war, a list of which 
was drawm up by the Secretary of State. An appeal was at the 
same time addressed to other firms engaged in Indian trade to 
conduct their remittance transactions through the exchange 
banks. 

Over-buying guarantee to exchange banks. — Fur- 
ther, in order to encourage the exchange banks to buy export bills 
in excess of their purchases of exchange in the other direction, 
the Secretary of State insured them against the risk of a rise 
in exchange, by undertaking to sell to them within a year after 
the war exchange up to the amount of tbeir overbuying at the 
rate at which their excess purchases had been made. 

This scheme of Government control constituted a complete 
departure from the system of free and unlimited remittance that 
prevailed before the war. and was naturally unpalatable to the 
commercial community. But the evidence we have taken shows 
that the intervention of Government was regarded as inevitable 
in the circumstances and it was due largely to the hearty co-opera- 
tion of the exchange banks and trading firms with the Govern- 
ment that the market rate of exchange was maintained near the 
rate at which Council Drafts were sold and the necessary finance 
was successful provided for the large volume of exports of national 
importance. 
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Termination Of control. — After the conclusion of the 
armistice the necessity for reserving finance for particular 
exports ceased. The overbuying guarantee was in due course 
terminated, and the list of articles to which priority of 
export finance was given was abolished. On the withdrawal of 
these restrictions, importers were naturally unwilling to continue 
incurring loss by effecting homeward remittances through the 
exchange hanks, and a considerable business was transacted 
between importers and exporters direct at rates appreciably higher 
than the rate for Council Drafts. Meanwhile, the revival at the 
end of July 1919 of a free market for gold, to which we shall 
refer below, provided an alternative method of remittance, and 
facilitated the return to more natural conditions than had been 
possible during the latter part of the war. From 18th September 
1919 drafts have been sold by open competitive tender, subject 
to a minimum rate and subject to the condition that no applicant 
may apply for more than 20 per cent, of the amount offered each 
week. The amount of drafts offered weekly is fixed on a considera- 
tion of the trade demand and the resources of the Government of 
India. 


(b) Raising of Rate for Sale of Council Drafts . 

22. Rise in exchange. — The rise in the price of silver to 
a point at which the bullion value of the rupee exceeded Is. Ad. 
made the sale of Council Drafts at the rates fixed on 3rd J anuary 
1917 impossible, except at a loss to Government. There was also 
a danger that if the rupee were undervalued it would tend to 
disappear from circulation, to be melted down and possibly to 
be exported. These tendencies probably existed in any case owing 
to the prohibition of the import of silver, but would have been 
aggravated by any undervaluing of the rupee. These considera- 
tions led to a series of changes in the rate of exchange. The first 
of these changes took place on 28th August 1917, when the rate 
for immediate telegraphic transfers was raised from Is. A\d. to 
Is. 5 d. Shortly afterwards the Government of India announced 
that the price at which Council Drafts would be sold in future 
would be based, roughly on the price at which silver could be 
bought, and this policy has governed alterations in the rate of 
exchange up to the present time. On 12th April 1918, in con- 
sequence of the agreement with the United States Government 
for the purchase of silver from the dollar reserve at 101-|- cents 
per fine ounce, the price for immediate telegraphic transfers was 
raised to Is. 6 d. This rate was maintained until 13th May 1919, 
when the removal of the American control over the export of 
silver led to a rise in the price of the metal and necessitated a 
further rise to la. 8d. While we have been conducting our en- 
quiries, the price of silver has broken all records, and the rate 
has been raised successively to Is. 10 d. on 12th August 1919, to 
2s. on 15th September 1919, to 2s. 2d. on 22nd November .1919 
and to 2s. Ad. on 12th December 1919. The last figure is now the 
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minimum rate for the sale of immediate telegraphic transfers by 
competitive tender, while the Secretary of State has announced 
that he will sell reverse immediate telegraphic transfers at the 
rate of d. if the demand for them should arise. Thus the 

rate of exchange has been raised by successive steps from Is. 4 d. 
to 2s. 4 d., as shown in the following table: — 

Date of introduction. 


3rd January 1917 ..... 

28th August 1917 ..... 

12th April 1918 

13th May 1919 

12th August 1919 

loth September 1919 .... 

22nd November 1919 .... 

12th December 1919 ..... 

(c) Purchase of Silver. 

23. These modifications of system would not have been effectual 
in meeting* the situation unless special measures had also been 
taken to increase the supply of currency. In February 1910 
the necessity for rupee coinage on a large scale became apparent 
and the Secretary of State began to purchase silver. 

Large purchases in the market. — In 1915-16 and the 
subsequent years be bought in the market the amounts shown 
below. 

Prohibition of import. — To facilitate his operations, by 
excluding from the market Indian buyers who would -otherwise 
have bought for non-coinage purposes, the import of silver into 
India on private account was prohibited on the 3rd September 
1917. This measure, however, removed only a few of the smaller 
competitors for the world’s diminished supply of silver, and the 
world demand remained so heavy that it was impossible to satisfy 
India’s demand without tapping sotirces of supply outside the 
ordinary market. 

.Acquisition of dollar silver from IT. S. A. — The Gov- 
ernment of the United States of America, therefore, were ap- 
proached, through His Majesty’s Government, on the subject of 
releasing a portion of the silver dollars held in their reserve. 
These representations met with a ready response, and on 23rd 
April 1918 the United States Congress passed the Pittman Act, 
which authorised the sale to other Governments of silver not exceed- 
ing 350,000,000 silver dollars from the holding in the dollar reserve. 
Of this amount the Government of India acquired 200,000,000 
fine ounces at 101-| cents per fine ounce. Delivery in India began 
in July 1918, andwas spread over a period of about a year. The 
timely help thus rendered by the United States Government in 
placing at India’s disposal a supply of silver which represents 


Minimum 
Kate for 
Immediate 
Telegraphic 
Transfers. 

. 1 4$ 

. 1 5 

. 1 a 

. 1 8 

. 1 10 
.20 
. 2 2 

. 2 4 
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considerably more than, the world’s annual mine production since 
1914, enabled the Government of India to tide over a very serious 
currency crisis and to maintain the convertibility of the note- 
issue. 


The following table shows the amount of silver purchased by 
the Secretary of State in the last five years: — 


1915— 16 

1916— 17 

1917— 18 

1918— 19 

1919— 20 (to 
1919) 


30th November 
Total 


In ope a Market 
(Standard 
Ounces)* 


8,636,000 

124.635.000 

70.923.000 

106.410.000 

14.108.000 
324^612,000 


From United 
States Dollar 
Eeserve 
(equivalent 
in Standard 
Ounces) . 


152,518,000 

60,875,000 


213,393,000 


The total amount is thus 538.005,000 standard ounces. 

(<?.) Measures for Conservation and Economy of Silver. 

24. Prohibition of export and melting. — These special 
measures for obtaining silver were supplemented by endeavours 
to protect the currency against depletion by export or melting. 
From 29th June 1917 the use of silver or gold coin for other than 
currency purposes has been illegal, and from 3rd September 191T 
the export of silver coin and bullion from India has been prohibited 
except under license. 

Issue of notes of small denominations and new 
nickel coins. — Steps were also taken to economise silver by the 
issue of Us. 2^ and one-rupee notes, to which we shall refer in more 
detail below, and by extending the use of nickel for coin of 
small denominations. At the end of March 1-918 a new two-anna 
nickel coin was issued to replace the silver two-anna piece, and 
this new coin has been so readily accepted that legislation was 
passed in September 1919 authorising the issue of four-anna and 
eight-anna nickel coins. The eight-anna nickel piece will not he 
unlimited legal tender like the corresponding silver coin; it will 
be legal tender up to one rupee only. We understand that the new 
coins- will he issued at an early date. 

(e) Acquisition and Use of Gold. 

25. Acquisition of imported gold. — In view of the 
shortage of silver it was important that the Government stock 
of gold should be as large as possible. With this object an Ordi- 
nance was issued on 29th June 1917, requiring all gold imported 
into India to be sold to Government at a price which, being based 
on the sterling exchange value of the rupee, took no account of 
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the .premium on gold as compared with sterling- The gold eo 
obtained was placed in the Paper Currency Reserve as a baching 
against the issue of additional notes. 

Coinage of gold- — To enable the gold bullion and foreign 
coin held by the Government of India to be converted into sove- 
reigns without the delay involved by sending it to Australia for 
coinage and return, a branch of the Royal Mint was opened in 
Bombay in August 1918. Pending the establishment of the Royal 
Mint, the gold mohur, a 15-rupee coin of the same weight and 
fineness as the sovereign, was minted as an emergency coin in 
order to supplement the stock of sovereigns available for issue as 
currency during the crisis of 1918. 2,110,000 gold molmrs and 

1,295,000 sovereigns were coined in Bombay before the suspension 
of gold coinage in April 1919, when in view of difficulties in 
supplying the necessary staff it was decided to close temporarily 
the branch of the Royal Mint. 

GrOld as currency. — As we have mentioned above, the issue 
of sovereigns was stopped shortly after tlie outbreak of war. 
Owing to the demand for gold for social and industrial purposes 
and the restricted supply, the bazaar price of the sovereign 
gradually rose and remained considerably above its statutory rate 
of Rs. 15. This premium, on gold precluded its use as currency 
except in emergencies, but on two occasions attempts were made 
to prevent a further diminution of the rupee stocks by the issue 
of gold. At the beginning- of 1917 gold bullion of the value of 
about 4,000,0007. was sold and subsequently sovereigns to the 
amount of about 5,000,0007. were issued for the purchase of crops 
in certain areas. Again, from February 1918 sovereigns and gold 
mohurs amounting to nearly 6,000,0007. were issued for the financ- 
ing of certain crops. The earlier issue of sovereigns was coincident 
with a large return of rupees from circulation, especially in those 
districts where sovereigns had been issued, but in 191S the issue 
of gold was not followed by a return of rupees. 

26. Recent measures for acquisition of gold. — During 
the war the amount of gold which could be obtained by India 
was limited by the restrictions on its export from belligerent 
countries. The removal of the embargo on the export of gold by 
the United States Government on the 9th Jnne 1919, and the 
freeing of the market for South African and Australian gold 
enabled India to obtain a larger supply. From 18th July 1919, 
immediate telegraphic transfers on India were offered against 
deposit at the Ottawa Mint of gold coin or bullion at a rate corres- 
ponding to the prevailing exchange rate. Very little gold was 
obtained from this source, and the arrangement was terminated 
on 15th September 1919. From 22nd August 1919 a limited 
amount of immediate telegraphic transfers on India were offered 
weekly for sale by competitive tender in New York, the proceeds 
of the sales being remitted to India in gold. Towards the end 
of October the demand for these transfers fell off and the sales 
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were discontinued. The amount of gold obtained in this wa y 
was about 467,000* fine ounces. Arrangements were also made for 
the direct purchase of gold in London, the United States and 
Australia, and by 80th November 1919 about 2,485,000 fine ounces 
had been purchased. Finally, on 15th September 1919, the rate 
paid by the Government of India for the acquisition of gold 
brought into India on private account was fixed so as to include 
the premium on gold over sterling as measured by the dollar- 
sterling exchange, and has been varied from time to time approxi- 
mately in accordance with the fluctuations of this exchange. The 
effect of the change in the basis of the acquisition rate was to 
re-establish an effective gold point, and to facilitate the import 
of gold in payment for exports as an alternative to the purchase 
of Council Drafts. The amount of gold imported on private 
account and tendered to the Government of India between 15th 
September and 30th November was approximately 345,000 fine 
ounces. 

27. Sales Of gold. — In order to make a portion of the gold 
so obtained available for the use of the public of India, the Gov- 
ernment of India announced, at the end of August 1919, that sales 
of gold would be held fortnightly until further^- notice, and that 
in each of the first three months not less than the equivalent of 
the gold content of 1,000,000 sovereigns would be offered for sale. 
The amount offered at the second sale in November was increased 
to 500,000 tolas (equivalent to nearly 800,000 sovereigns), and it 
was announced that this amount would be offered fortnightly for 
the three months beginning from December. The immediate 
effect of these sales was a considerable drop in the bazaar price 
of gold. The price of English bar g*old fell from Es. 32T2 per cola 
(Es. 20‘9 per sovereign) on loth August to Es. 27 per tola (Es. 16*5 
per sovereign) on 22nd September, but b 3 r the end of October 
the market had recovered and the price was Es. 29*12 per tola 
(Es. 18*11 per sovereign). At the beginning of December the 
price had again fallen to Es. 28*5 per tola (Es. 17*11 per sovereign). 
The total amount of gold sold up to 30th November amounted to 
about 2,159,000 tolas, being the equivalent of the gold content of 
about 3,439,000 sovereigns. 


(/) Increase in the Note Issue. 

28. Expansion of note circulation. — The difficulties of 
obtaining sufficient quantities of the precious metals for coinage 
purposes, and as backing for the issue of additional notes, made 
it necessary to increase the fiduciary portion of the note issue. 
Prior to the war the invested portion of the Paper Currency 
Eeserve was limited by law to 14 crores of rupees. Since the 
beginning of November 1915 the legal limit of the invested portion 
of the Eeserve has been modified nine times and now stands at 

1 100 ounces of fine gold is the equivalent of the gold content of 42o 
sovereigns. 
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120 crores, of which 20 erores may, be invested in securities of the 
Government of India. - Durnig this period the gross circulation of 
notes has increased nearly threefold, while the percentage of metal- 
lic backing has decreased by nearly one-half. The following table 
shows the growth of the circulation and the changes in the com- 
position of the Reserve : — 




Lakhs of Bupees, 

Percentage 


Date. 

Gross Note 

Composition of Beserve. 

or xotai.^ 
Metallic" 
Beserve te 
gross Note 
Circulation. 



Circulation. 

Silver. 

Gold. 

Securities 

Total. 

31afc March 1914 . 

66, 12 

20,53 

31,59 

14,00 

66,12 

78-9 

Do. 

1915 

61,63 

32,34 

15,29 

34,00 

61,63 i 

773 

1)0. 

1916 

j 67,73 

23,57 

24,16 

20,00 

67,73 

70-5 

Do. 

1917 

86,38 

19,22 ' 

18,67 

48,49 

86,38 

43’ 9 

Do. 

1918 

99,79 

10,79 

27,52 

61, 4S 

99.79 

3S*4 

Do. 

1919 

158,46 

37,39 

17,49 

98,58 

153,46 

35*8 

30th. November 1919 

179,67 

47,44 

32,70 

99,53 

179,67 

44’6 


The use of paper currency was further stimulated by the issue 
in December 1917 and January 1918 of notes for Us. 2^ and one 
rupee respectively, to supplement the notes of Rs. 5 and higher 
denominations already in circulation. At first these notes of small 
denomination did not circulate to any appreciable extent, but 
later, "when the supply of rupees was curtailed, their circulation 
increased rapidly, and on 31st March. 1919 the gross circulation 
‘exceeded Rs. 1,84 lakhs in the case of the Rs. 2 ^ denomination 
and Its. 10,50 lakhs in the case of the one-rupee denomination. 

29. Restrictions on facilities for encashment. — The 

encouragement of the use of notes by the provision of ample faci- 
lities for their encashment had been one of the most prominent 
features of the currency policy of the Government of India in 
the years preceding the outbreak of war, and this policy was con- 
tinued as long as the supply of rupees was adequate. From 1916, 
owing to the causes which we have already indicated, the absorp- 
tion of rupees was abnormally large, the figure for 1916-17 being 
Rs. 38,81 lakhs and for 1917-18 Rs. 27,86 lakhs; and on 1st April 
1918 the silver balances had fallen to under 10|- crores, or about 
8 crores less than what was considered a safe minimum in the 
period before the war. The unfavourable war news in March and 
April 1918 caused a run on the Bombay Currency Office for the 
encashment of notes, and this was followed by similar difficulties 
elsewhere, notably in Lahore. Inconvertibility appeared to be 
inevitable, and was only averted by the energy and resource of 
the officers responsible, and by the timely announcement of the 
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acquisition of the- Pittman silver. By the first week in June the 
rupee balance had diminished to little more ’than 4 erores. From 
July the delivery of the Pittman silver commenced and the situa- 
tion gradually improved, but the necessity for conserving their 
reduced stock of rupees had forced on the Government a reversal 
of their previous policy. Facilities for the encashment of notes 
at district Treasuries were in a large degree withdrawn. The 
conveyance of specie by rail and river steamer was prohibited, and 
an embargo was placed on its transmission by post. 1 Later, in 
January 1919, owing- to the practical administz*ative difficulties of 
dealing in full with the demands for encashment at the Currency 
Offices during the busy season, the daily issues of rupees to single 
tenderers of notes were limited to a figure which made it practicable 
to satisfy large demands in part and small demands as a rule in 
full. The result of these restrictions was the substitution to a large 
extent of notes for rupees as the common circulating medium. 

The evidence which we have had regarding the extent of this 
substitution, and the ease with which it was accomplished, is 
rather indefinite. The continued abnormal absorption of rupees 
— Rs. 45,02 lakhs were absorbed in 1918-19 — points to a vex-y large 
use of rupees as eui*rency. On the other hand, thex-e is little doubt 
that large quantities of i-upees have been retained as a store of 
value or have been used for industrial purposes in spite of the 
prohibition of melting, while the purchase of jute, cotton., and 
other crops fi*om the cultivators has recently "been effected almost 
entirely by means of notes. Thex-e was in many parts of India a 
considerable discount on notes, especially the new Us. 2-| and one 
rupee notes, when they were first issued in large quantities to 
replace rupees. Discounts as high as 15 per cent, and 19 per cent, 
have been reported ; but the discount x-apidlv diminished when it 
was seen that the notes were freely accepted in payment of Gov- 
ernment dues and when small coin was made available in lax-g-e 
quantities. The reports received by the Government of India in 
the vear 1919 do not show anv discount on the notes as compared, 
with silver coin exceeding 3 per cent. 


Financial Measures. 

30. Other financial measures affecting currency 
position. — Our summary would be incomplete without a brief 
reference to other financial measures which affected the currency 
situation indirectly. Throughout the war ordinary expenditui-e 
and, in particular, capital expenditure were kept as low as possible, 
while from 1916-17 onwards additional taxation was imposed 
which, together with the normal growth of revenue, raised the 
total revenue of the Government of India from 84,413, 500L in 
1915-16 to an estimated figure of 123, 404,2007. 2 for 1919-20. The 
resources available for meeting the heavy war expenditure in India 

1 The restrictions on the movement of gold were, removed.in September 1919. 

a At the conventional exchange of Is. 4 d. per rupee. 
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■were further increased by extensive borrowing in India. *The loans 
of 1917, 1918 and 1919 yielded about Rs. 130 crores and from 
October 1917 short-term Treasury Bills have been issued in con- 
siderable quantities, the amount outstanding on 30th November 
1919 being about Rs. 65'58 crores. 

These measures materially assisted towards meeting the heavy 
demand for remittance to India. 


Summary of Present Position. 

81. Summary of existing position. — We may now sum- 
marise the main facts of the present position. Council Drafts are 
being sold by competitive tender subject to a minimum rate, at 
present 2s. 4 d. sterling, the amount being fixed weekly by the 
Secretarv of State. It has been announced that reverse immediate 
telegraphic transfers will be sold at the rate of 2s. 3 ■§■§■ d. if the 
demand for them should arise. All gold imported into India has 
to be sold to Government at a prescribed price. The rate fixed 
contains an allowance to cover the premium on gold over sterling. 
As there is now a free market for gold, this import acquisition 
rate, which is varied from time to time in accordance with the 
movement of the dollar-sterling exchange, fixes an upper gold 
point which tends to prevent the rate bid for Council Drafts from 
rising above the minimum rate by much more than the cost of 
shipping gold, except possibly for short periods when the demand 
for remittance is urgent. The rate in force for the sale of Reverse 
Councils fixes a limit to the fall of exchange so long as the means 
for meeting them are available. 

The sovereign is still legal tender in India for Rs. 15, and the 
Government is under an obligation to pay Rs. 15 for sovereigns 
presented for encashment. As, however, the bazaar price of gold 
is considerably above this parity, sovereigns have disappeared 
from circulation and are not being issued by Government. The 
import and export of silver are prohibited, and its price is at a 
level which prevents purchases by the Secretary of State for 
coinage except at a loss. The restrictions on the encashment of 
notes to which we have referred in paragraph 29 are still in foi’ce. 

32. Appreciation of officials connected with. Indian 
currency administration. — We have now completed our 
sketch of the developments in the Indian exchange and currency 
system since 1914. Before passing on from this section of oui* 
Report, those of us who are not connected with Indian official 
administration desire to place on record our recognition of the 
skill, courage and resource which the Government of India and 
the authorities at the India Office have shown in dealing with 
the complicated and ever-changing problems that presented them- 
selves throughout the latter part of the war in connection with 
the Indian currency system. 
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CONCLUSIONS AND RECOMMENDATIONS. 

33. Introductory. — Having traced the history of the Indian 
currency system during the period of the war we proceed to state 
the conclusions which we draw from it , and our recommendations 
for future action. 

The system built up since 1893 worked well, and was beneficial 
to India. It supplied suitable media for the internal circulation, 
provided means for the settlement of the balance of trade, and 
secured stability between the rupee and sterling, which until 
recently was in practice synonymous with gold. It has proved 
effectual in preventing the fall in value of the rupee below 
Is. 4 d., and unless there should be profound modifications in 
India’s position as an exporting country with a favourable trade 
balance, there was no reason to apprehend any breakdown in this 
respect. 

But the system was not proof against a great rise in the value 
of silver. In framing it this contingency had not been taken into 
account. So little was it anticipated, that the system was not 
criticised on this ground, so far as we are aware, by any of the 
witnesses who have appeared before the successive Committees and 
Commissions on Indian currency. But the unexpected has hap- 
pened. The price of silver has risen to unprecedented heights, 
partly, as we have seen, owing to the shortage of supplies from 
Mexico (caused by internal conditions independent of the war) 
and partly owing to causes arising out of the war, with the result 
that there has been extreme difficulty in obtaining the silver re- 
quired for Indian currency, that the convertibility of the note 
issue has been in danger, and that the exchange value of the 
rupee has been raised by successive steps from Is. 4 d. to 2s. 4d.. 

Stability of Exchange: its Advantages. 

34. The terms of our reference place before us as one of the 
objects of our enquiry the re-establishment of stability. We find 
it necessary, before formulating our recommendations, to examine 
in what respects exchange stability is important, and what degree 
of urgency attaches to its re-establishment. 

Advantages to trade. — The evidence we have received was- 
unanimous as to the benefit which India has derived from the 
maintenance of a fixed rate of Is. 4 d. per rupee for the 20 years 
from 1898 to 1917 ; but some witnesses expressed the opinion that 
fixity is not indispensable. Our conclusion, after considering the 
views put before us, is that, for the current operations of trade,, 
stability is an important facility rather than an essential condi- 
tion. There are many instances, including that of India herself 
before the closing of mints, which show that trade has flourished,, 
and can flourish, with a fluctuating exchange. The conditions are- 
somewhat more speculative, but the difficulties which may arise 
are not insuperable, and the banks are not slow to supply machinery 
which enables the merchant to cover his risks. 
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TMs is specially true of day-to-day fluctuations of exchange 
of moderate scope of the movements are of greater extent and 
produce large changes in the basis of relative values, a different 
set of considerations comes into play. For a time, at any rate, 
a large rise in exchange tends to stimulate the import trade and 
to impede the export trade, while the reverse effect is produced 
by a fall in exchange. If exchange is made stable at a new- 
level we believe that these effects are in the main transitory, and 
do not continue beyond the period necessary for wages and other 
elements of cost to adjust themselves to the new conditions. But 
this process of adjustment is a difficult and sometimes a prolonged 
one, and causes severe strains in the social fabric. 

35. Advantages in connection ■with, movements of 
capital. — The question must also be considered in relation to. 
the movements of capital. Stability is a necessary condition for 
the free investment of external capital in India as well as for the 
protection of capital already invested. The effect on new invest- 
ments may be less important in the next few years, since it is 
to be anticipated that Indian capital will play an increasing part 
in the development of Indian resources, and that owing to the 
urgent demands arising in the United Kingdom and elsewhere, 
the supply of external capital available for India may he com- 
paratively small. The above observations apply specially to per- 
manent or long-term investment ; but they are also true as regards 
the more liquid employment of money. A stable exchange faci- 
litates the free movement of funds to and from India, thus assist- 
ing commercial finance and tending to avert temporary stringencies. 

Special objections to instability- under non-auto- 
matic system. — Whatever the evils and inconveniences of in- 
stability may be, they are increased if the movements of exchange 
are brought about not by the antomatic action of economic canses, 
but by administrative acts. The commercial community are pre- 
pared to deal with fluctuations in exchange as well as with fluctua- 
tions in the other elements entering into a transaction, and to 
provide against any risks that may arise; but they feel that if 
official action intervenes to interpret the play of natural forces 
and to give effect to them, an element of uncertainty is introduced, 
which is beyond their reckoning. However complete the integrity 
and however great the intelligence on which official action is based, 
an automatic system, which does not depend upon such action for 
its operation, is greatly to be preferred. 

36. Conclusion as to importance of stability. — Our 

conclusion, therefore, is that a stable level of exchange gives the 
most healthy condition for production and trade, and fox the 
employment of capital, and that large, changes in the exchange 
value of a currency are an evil, which should he avoided so far 
as possible ; but if a large change bas taken place it may be pre- 
ferable to establish stability at the new level rather than to submit 
to the further change which is necessary for a return to the old 
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level, especially- if the former course shortens the period of 
uncertainty. 

The object should therefore be to restore stability to the rupee 
at as early a date as practicable, and also to restore the automatic 
working that characterised the Indian currency system in the 
past. 


Suggested Modifications of System. 

37. It will be convenient to consider, first, certain special 
proposals that aim at giving stability to the exchange value of 
the rupee in such a way as to avoid the necessity for following 
the price of silver to higher levels, or, in the view of some wit- 
nesses, with the object of making it possible to revert to a 
value for the rupee not much above the old level of Is. 4db In 
a later part of this Report (paragraphs 44-54) we give our reasons 
for considering a high exchange value to be preferable to a low 
value ; but as the proposals to which we refer are inadmissible 
on other grounds, it is desirable to deal with them at the outset. 

(i) Reduction of the Fineness or Weight of the Rupee. 

38. Issue of rupee of lower silver content impracti- 
cable. — It has been suggested that a new rupee should be issued 
having a lower silver content than the present coin. If the exist- 
ing standard of fineness or the weight were sufficiently reduced, 
it wo\ild be possible to fix the exchange value of the rupee at any 
level that might be chosen, and to maintain its token character 
however great the rise in the price of silver might be. 

The evidence we have taken was decisively hostile to this pro- 
posal. It has been urged in support of it that in the Straits 
Settlements and elsewhere the reduction of the silver content of 
full legal tender coins has been successfully made ; but in none 
of the cases brought to our notice were the conditions similar to 
those existing in India. The fineness of the present rupee, which 
.is known to every village goldsmith and silversmith, has 
remained unaltered since 1835, and its use is so firmly rooted in 
the habits of the Indian people as to have given it the character 
of a standard weight. Modification of the fineness or weight of 
the standard coin of the country would, we have been assured, react 
gravely on the credit of the Government, and possibly lead to 
serious social and economic consequences. A new rupee of lower 
silver content would, in accordance with Gresham’s law, tend to 
drive the present rupee out of circulation, and very large quantities 
of the new rupees would be required to meet demands for metallic 
currency. Even if the problem of minting on the scale required 
could be overcome, there might be great difficulty in obtaining the 
necessary supplies of silver either from existing currency or other- 
wise. We concur, therefore, in the view of the Government of 
India that proposals of this character must be dismissed as impracti- 
cable. 
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(ii) Issue of 2- or 3-Nupee Coins of lower proportional Silver 

Content. 

39. Objections to 2- or 3-rupee coins of low silver 
content. — A suggestion of a similar nature is that -while the 
shortage of silver continues, 2- or 3-rupee pieces of lower propor- 
tional silver content than the rupee should be issued, with the in- 
tention that they should circulate side by side with the existing 
rupee, the coinage of which would be temporarily suspended. This 
proposal is open to many of the objections stated in the previous 
paragraph. Rupees would tend to disappear from circulation be- 
fore the competition of the new and baser coins, and the credit of 
the Government would be affected by the decision to stop the mint- 
ing of the coin to which India has been so long accustomed. More- 
over, a 2- or 3-rupee unit would be inconveniently large for the 
great bulk of retail transactions in India. 

(iii) NicJcel Coins. 

40. Nickel rupee not recommended, but subsidiary- 
nickel coins approved. — For the same reasons we are unable 
to support the suggestion that a nickel rupee should be issued, 
either alone or in association with 2- or 3-rupee pieces of lower 
proportional silver content than the existing rupee; but we welcome 
the recent legislation of the Government of India authorising the 
issue of 4-anna and 8-anna nickel coins. Witnesses who have ap- 
peared before us have emphasised the fact that the reluctance to 
use Rs. 2^- and one-rupee notes when these were first issued in large 
quantities was due in great measure to the difficulty of obtaining 
small change. We hope that abundant supplies of the new nickel 
coins will be made available as soon as possible, and if the low legal 
tender limit of one rupee for the 8-anna nickel piece should prove 
an obstacle to its free circulation the question of raising the limit, 
to Its. 5 or Us. 10 should be considered. 

(iv) Inconvertible Note Issue . 

4=1. Convertibility of note issue essential. — Another 
proposal aiming at the establishment and maintenance of a stable 
exchange, even though silver should continue to rise in price, 
is that which was put forward by the Government of India 1 before 
our enquiry began. Circumstances have changed since then, 
especially by the establishment of a free gold market, and the 
later proposals of the Government of India 2 are of a different 
character; but it is necessary to explain the reasons against the 
adoption of the earlier proposal. 

It was proposed that exchange should he stabilised at a rate 
which could reasonably he expected to afford an assurance that the 
rupee would remain a token coin. If, contrary to expectations, 
the price of silver should rise to a height which would defeat this 

1 See Appendices, page 6: 

2 See Appendices, page 177 . 
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assurance, tile Secretary of State should be prepared to suspend the 
purchase of silver. In that case it would probably be impossible to 
provide silver coin to meet the demands of India, and tbe notes 
would become inconvertible. 

It was suggested that this situation would not last long, since 
the Indian demand for silver is so important a factor in the silver 
market that the abstention of the Government of India from pur- 
chases would very soon bring about a fall in price. Recent experi- 
ence, however, has shown that this result is not necessarily pro- 
duced in all circumstances. Fbr the last six months the Secre- 
tary of State has made no purchases of silver, but in spite 
of his abstention the price has risen to an unprecedented height. 
We cannot shut our eyes to the possibility that under the influence 
of an intense demand from China (such as has prevailed recently), 
or from some other quarter, a considerable period might elapse in 
which the price of silver might remain beyond the reach of the Gov- 
ernment of India. 

It was suggested also that the inconvertibility might be partial; 
that is to say, that the Government of India should take powers to 
restrict the issue of rupees from the Currency Offices and should 
issue them only under such conditions as they might think advis- 
able. Some of the practical inconveniences of complete inconver- 
tibility might be avoided in this way, but there would be difficulties 
in the administration of such a system, and we do not think that in 
its effect on the credit of the Government and on popular confidence 
in the note issue it would differ greatly from complete inconverti- 
bility. 

The evidence submitted to us was strongly opposed to allowing 
the note issue in India to become inconvertible, whether wholly or 
partially, if it can possibly be avoided. It is true that as a result 
•of the war the paper currency has become practically, if not legally, 
inconvertible in many countries, including the United Kingdom. 
In Egypt, for instance, where the currency position was affected by 
influences in some respects similar to, those that operated in India, 
the note issue has been inconvertible since August 1914, and the 
change was accomplished without difficulty. We believe, however, 
that the note-using habit is not yet sufficiently established in India 
to render the introduction of a similar measure there possible with- 
out grave risks. Until recently the circulation of notes outside the 
larger towns was comparatively small, and only two years have 
passed since notes of small denomination have been introduced. 
In many parts of the country the climate is not suitable for the use 
of paper money, and the preference for coin will probably prevail 
among the mass of the population for many years. In these cir- 
cumstances a failure to maintain convertibility may be expected to 
lead to a considerable discount on the note, the extent of which 
cannot be predicted with any accuracy. The credit of the Govern- 
ment would suffer a severe blow, and if belief in the convertibility 
of the note were o£.ce shaken it might take , many years of anxious 
labour to restore confidence, while the set-back to the development 
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■of a sound and economical monetary circulation in India would be 
disastrous. 

We bold, therefore, that the maintenance of the convertibility 
•of the note issue is a vital part of the Indian currency system. 

Price of Silver. 

42. Factors influencing future price of silver. — We 

have in paragraphs 15 — 19 traced the causes of the rise in the price 
of' silver. The enquiry conducted bj-- Professors Cullis and Car- 
penter suggests that on the restoration of order in Mexico the pre- 
war figures of production will again be reached, and that it is 
possible that the increasing world demand for the base metals with 
which silver is associated as a by-product, together with improve- 
ments in the method of extraction and the stimulus of high prices, 
may at an early date lead to a considerable increase in production. 
On the other hand, the evidence suggests that the demand for silver 
is likely to continue for a few years on a large scale. The general 
rise in pi ices creates a demand for increased supplies of subsidiary 
silver coinage throughout the world, and though the high price of 
silver may tend to reduce' the demand for the arts, it is difficult to 
say whether the reduction will be on a sufficient scale to influence 
appreciably the price of the metal. We have been unable to obtain 
any reliable evidence regarding the probable demand from China 
in the near future. As we have stated, China has already imported 
sufficient silver to counterbalance her exports during the war, hut 
she is still buying, and it is impossible to foresee how long her de- 
mand is likely to continue. It would be rash, therefore, to for- 
mulate any definite conclusion as to the level at which the price of 
silver is likely to stand. 

43. There are, however, certain considerations which must be 
taken into account. The Pittman Act imposes on the United States 
Government the obligation of replacing the silver taken from their 
reserves, and lays down that until this silver has been replaced they 
must buy for this purpose at the price of one dollar per fine ounce 
any silver ‘‘ of the product of mines situated in the United States, 
and of reduction works so located ” which is tendered to them for 
purchase. As this replacement will involve the acquisition of con- 
siderably more than a year’s total production of silver on the pre- 
sent basis of output, while the world’s demand for silver is likely 
to rema in high, the process of replacement cannot be completed for 
some years. During tbe interval the price of silver cannot be ex- 
pected to fall below one dollar per fine ounce. Even when the 
dollar-sterling exchange returns to par, it will be impossible to mint 
rupees without loss from silver purchased at this price unless the 
exchange value of the rupee is fixed at Is. 6 d. or some higher figure. 

It is more difficult to form any conclusion as to the maximum 
beyond which the price of silver is unlikely to rise. When the ex- 
changes are at par, the prices of silver at which the principal silver 
coinages of the more important countries have a bullion value equi- 
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valent to their nominal value, are as follows: — England, 66 d.; 
France (5 franc piece), 60 \d.; TT.S.A. (dollar), 59 \d. If the price 
of silver were to remain for any long period at a level substantially 
over that corresponding to the above figures, it would threaten the 
silver coinages of France and the United States with the risk of 
depletion, by melting and export, and would also offer inducements 
to these countries to convert their silver reserves into gold at a 
favourable rate. In support of this view, we may.refer to the recent 
announcement that the American Treasury has ’decided to sell to 
certain American Banks established in the Far East silver obtained 
by melting the available dollars in their possession (now 
$55,000,000) at their gold equivalent of 129*29 cents, plus melting, 
insurance, and shipping charges, whenever that price can be ob- 
tained, the intention, presumably, being to prevent silver rising 
to a point which would lead to the melting down of subsidiary coin. 
When the price of silver is 137*8 cents, per fine ounce, correspond- 
ing to 62*9d. (gold) per standard ounce, and therefore well above 
both the French and the American parity, the corresponding bullion 
value of the silver in the rupee is 1$. ll‘36d. (gold), and the cost of 
the rupee (including all charges) is approximately 2a*. (gold). "We 
believe that, if the exchange value of the rupee is fixed at a figure 
not lower than this, there is substantial ground for holding that 
the rupee can be established as a token coin, and the maintenance 
of; a satisfactory monetary circulation in India assured. 

Effects of a High Rate of Exchange. 

44. Our conclusion that a high level of exchange is essential 
for the establishment of a sound monetary system leads us to a con- 
sideration of the more g*eneral economic effects of a high rate. 
Some of the witnesses who have appeared before tis have laid great 
stress on the dangers attending a high level of prices in India, and 
on the beneficial effect of a high rate of exchange in restraining the 
rise of prices ; others have expressed apprehension as to the effect 
that a high rate of exchange might have on the well-being of the 
people of India, the maintenance of Indian trade and the develop- 
ment of Indian industry. We recognise the great importance of 
the arguments laid before us from these opposite points of view, 
both in oral evidence and. written memoranda, and we now proceed 
to examine the issues raised by this aspect of the case. This review 
will lead us to consider the effect of a high rate of exchange on the 
remittance of funds from India to meet the requirements of the 
Government. 

(a) Effect on the Level of Prices in India. 

45 . Movements of. prices in recent years. — At the out- 
set of our enquiry we requested the Government of India to furnish 
us with up-to-date information regarding price movements in 
India. The particulars we received in’ response to our request will 
be found on pages 159 to 176 in the volume of Appendices to oar 
Report, and we invite attention to the memorandum submitted by 
the Government of India on the subject. 
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In illustration, of the rise in the price of necessaries of life we 
cite the following index numbers for the prices of selected articles 
in 1914, 1915 — 17, and 1918 — 19, based on the average wholesale 
prices for 1900 — 09 which are taken as the equivalent of 100. 



1S14- 

1915- 1 7. 

3918-19 

Wheat . 

118 

135 

180 

Country rice ..... 

126 

122 

139 

Ghi 

132 

136 

183 

Jawar . . . „ . 

123 

103 

236 

Bajra ...... 

130 

123 

249 

Dal ...... 

125 

130 

166 

Raw sugar (gur) .... 

101 

134 

148 

Country salt ..... 

111 

214 

413 

Cotton piece goods (Indian made) 

109 

94 

164 

Cotton ' piece goods (imported) 

112 

138 

206 


The following table exhibits the rise in Indian prices since 1910, 
this year being taken as the basic year for the preparation of the 
table : — 


Index Numbers of Prices in India.* 


Year. 

Special Index 
Number for 
Food grains 
(Bet&il Prices) 

Special lades 
Number for 
imported 
Articles {Whole- 
sale Prices). 

i 

Special Index 
Number for 
Articles 
exported 
(mostly Whole- 
sale Prices . 

General Index 
Number for 
the Articles 
covered by 
Columns 2 
and 3. 


Column 1. 



Column 2. 

Column 3, 

Column 4. 

1910 .... 

100 

100 

100 

100 

1911 . . 

96 

104 

107 

106 

1912 .... 

112 

107 

114 

112 

1913 . 

[ US 

107 

121 

117 

1914 .... 

132 

105 

126 

320 

1915 .... 

130 

134 

122 

125 

j 

1916 

120 

217 

128 

153 

1917 .... 

320 

240 

134 

161 

1918 .... 

161 

265 

157 

184 


* This table is based on the statistics contained in Appendix III to Sir 
Lionel Abrahams’ Memo. B. (Evidence, page 89). 

The Index numbers are based on the prices of the following articles at 
selected stations : — 

Column 1. — Rice, wheat, jawar. bajra, gram, barley, ragi (retail prices). 

Column 2. — Iron, copper, spelter, grey shirting, grey yarn, coloured yarn, 
sugar, raw silk, coal, kerosene oil, and salt (wholesale prices). 

Column 3. — Jawar, bajra, gram, barley, ragi (retail prices) ; wheat, rice, 
tea, sugar, ghi, raw hides, raw cotton, raw jute, raw silk, saltpetre, raw 
wool, castor oil, linseed, rape seed, sesamum, poppy seed, coal, cotton yarn, 
T cloth, gunny bags, dressed skins, shellac, indigo (wholesale prices). 

Column 4. — Articles included in columns 2 and 3. 
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I? or comparison with, the above we give. for the same years cor- 
responding figures deduced from Mr. Sauerbeck’s tables for prices 
in the United Kingdom, which, though based entirely on wholesale 
prices, may serve to give an indication of the comparative rise in. 
the two countries : — * 


Year- 

Index 

Numbers of 
Prices in 
United 
Kingdom . 

General Index 
Numbers for 
the Articles 
covered by 
Columns 2 
and 3 (see 
Column 4 
above). 

i 

Year. 

Index 
Numbers of 
Prices in 

U nited 
Kingdom. 

General Index. 
Numbers for 
the Articles 
covered by 
Columns 2 
and 3 (see 
Column 4 
above) . 

1910 

100 

100 

1915 . 

139 

125 

1911 

103 

106 

1916 . 

176 

151 

1912 

110 

112 

1917 . 

226 

161 

1913 

110 

117 

1918 . 

249 

184 

1914 

no 

120 





46. It will be seen from these tables, and from the more detail- 
ed information contained in Appendix: XXVIII,* that there has 
been a great increase in all prices in India in the last few years. 
The upward movement had begun before the war, hut it has con- 
tinued, and during the last two years its rapidity has greatly in- 
creased. The serious and widespread failure of crops in 1918 was 
in part responsible for the special rise in the price of food-grains 
in 1918 — 19; but the general upward movement is mainly due to- 
causes resulting from the war, including the excessive creation of 
credit and paper currency and restrains upon free commercial in- 
tercourse, which have raised prices throughout the world and haver 
been operative in India as well as elsewhere. 

The figures show that on the whole the ruse of prices in India 
has not been so great as the rise in the United Kingdom. A similar 
conclusion would probably be reached if a comparison were made 
between Indian prices and prices in other countries outside India 
whose currencies are depreciated. Amongst the various causes, not 
easily to be disentangled, which have contributed to this resultj 
the one which specially concerns us is the rise in the exchange 
rate of the rupee. We shall examine later the operation of this 
cause and the inferences to be drawn from it as to the level of 
exchange which it is desirable to establish; but in the first place 
we proceed to examine the economic effects of a rise in prices on the 
population of India. 

4:7. Effect of rise in prices on population of India. 

— As India is a country whose export trade is more valuable than 
her import trade, it might be thought that an increase in prices 
would be on the whole advantageous to her. This view has been 
strongly represented by some of our witnesses; whilst others have 

* See Appendices, page 159. 
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■expressed equally strongly, tlie opinion that any considerable in- 
crease in prices is an evil and a danger. In order to decide between 
these conflicting views, we have endeavoured to examine the effect 
of rising prices on the main classes of the population. 

According to the census of 1911, 217 millions, that is, 72 per 
cent, of the population of India, are engaged in pasture and agri- 
culture. But this number embraces classes who are differently 
affected by the rise in prices. Of 167 million cultivators of their 
own or rented land, those who have a surplus for sale would ordin- 
arily benefit by a rise in the price of the- commodities they produce, 
but even these — and perhaps their position is the most favourable — 
have had to contend with the large increase in the price of import- 
•ed articles, notably cotton piece goods and other necessaries of life. 
.Moreover, if, as is often the case, the cultivator has received ad- 
vances for his maintenance and for seed, repayable in grain after 
the harvest, any increase in the value of the grain repaid benefits 
the money-lender and not the cultivator. On the other hand, the 
agriculturist who has little surplus produce to sell and lives on 
what he produces, would, in so far as he maintains himself on his 
own produce, be unaffected by a rise in the price of foodstuffs, and 
he would have only a small profit to set against the heavy rise in 
the cost of the articles he has to buy. The numerous class of farm 
servants and field labourers, estimated in the census of 1911 at over 
41 millions, would ordinarily stand to lose by a rise in prices, ex- 
cept in so far as their wages are payable in kind and not in money. 
The large class of persons with fixed incomes, which would include 
persons living on rents, Government servants, professional men, 
and pensioners, have suffered severely from the rise in prices of the 
commodities they require, and the urban population, who are not 
producers, may be placed in the same category. Industrial wage- 
earners, labourers, and domestic servants have, as a x’esult of in- 
creased demands of their services during the war, been able to 
obtain increased wages. But the evidence which we have received 
suggests that wages generally in India have advanced more slowly 
than prices, and much suffering is entailed in the course of the ad- 
justment of wages to new price levels. 

48. View of Government of India. — The general effect 
of the rise in prices is summarised in the following passage, which 
we quote from the Government of India’s memorandum : — 

“ The effect has of course been felt most directly by the poorer 
classes, but it has reacted on all sections of the community. Com- 
plaints on the subject have been universal throughout the country, 
and it is reported from the districts that in recent months the topic 
of high prices has engaged the minds of the people at large to the 
exclusion of every other; they could understand dearness during 
the war, but cannot understand why prices do not fall now that 
the war is over ; they can account for some of the rise in the price 
of food-grains by last year’s poor monsoon, but they are puzzled by 
large increases in the prices of their other necessities of life, the 
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supply of which, is not dependent on a good rainfall. There is no 
longer any room for doubt that the resultant increase in the expense 
of living due to the high prices of food-grains, as also of other 
necessaries, such as cloth, kerosene oil, and the hardship which 
this increase has entailed on the poorer classes and those on fixed 
incomes, have been a very important factor in promoting unrest 
and discontent. At the same time the cultivator, who would ordin- 
arily be the first to profit by the high prices of produce, whether 
food-grains or other raw material such as jute and cotton, has seen 
his profits disappear owing to the simultaneous rise in the price of 
other necessities. The wages of manual labour have no doubt 
been to some extent readjusted, and ultimately the wages of the 
clerical and other classes of employees will undergo a similar re- 
adjustment. But the process of adjustment, however rapid, must 
inevitably be a painful one, which no amount of administrative 
palliatives, such as control of distribution, can alleviate/ * 

These views are not a matter of theory alone. Disturbances 
have actually arisen in various parts of the country from time to 
time as a result of high prices, and the social and economic dis- 
content to which they give rise is especially serious in a country 
where the mass of the population is ignorant and uneducated, and 
inclined to attribute all calamities to the action of the Government. 
The rise in prices in India has now reached a point at which it is 
injurious to the country as a whole, and we believe tbat any 
measures tending either to reduce prices or to check a further in- 
crease would be beneficial to the mass of the population. 

40. Effect of rise in exchange on prices.— The excep- 
tional conditions under which trade was conducted in the course 
of the war make it impossible to arrive at any precise conclusions 
as to the extent to which the rise in prices has been influenced by 
the rise in the exchange value of the rupee. G-overnment control 
over the movement and prices of food-grains in India undoubtedly 
prevented prices rising to tbe full extent that might otherwise have 
been the case. Restrictions on finance and freight also exerted a 
powerful influence in the same direction. Again, the scarcity in 
1918 operated to raise the prices of food-grains to an abnormal 
height. While these complicated factors make it impossible to 
estimate in precise terms the effect of the rise in the exchange. value 
of the rupee on Indian prices, we see no reason to doubt that, in 
accordance with accepted economic theory, Indian prices would, 
but for the rise in exchange, have been still further enhanced. 
Taking the case of imported commodities, the sterling price at which 
the merchant can lay down goods in India is determined by the 
cost of production and the transport and other charges. If the 
exchange value of the rupee rises, this sterling cost is represented 
by a smaller number of rupees, and the goods can be sold at a lower 
rupee price. Again, in the case of exports such as wheat, whose 
price outside India is determined by world-wide conditions of pro- 
duction and consumption, the sterling price which can be obtained 
for a given quantity of wheat will, if exchange rises, be represent- 
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ed by a smaller mimber of rupees, and the price which the grower 
will receive must necessarily be lower. 

These considerations do not apply with equal force to exported 
produce such as jute, of which India enjoys a practical monopoly, 
since, if exchange rises, the Indian producer has it in his power to 
exact a larger sterling price in order that he may receive the same 
number of rupees. But even for such commodities as jute, the 
power of varying the price to be paid by the consumer is far 
from absolute, and it is probable that a higher exchange means a 
somewhat lower price to the producer. Nor do precisely the same 
considerations apply to products which are grown almost entirely 
for internal consumption, as, for instance, food-grains such as jawar 
or bajra. While, however, movements of exchange have little 
direct effect on the price of srich products, it is probable that they 
have indirect effects which give a result similar in kind though less 
in degree, 

50. High. level of exchange advantageous. — We are 

led therefore to the conclusion that on economic and social grounds 
it is not desirable to restore a low level of exchange for the rupee 
under present conditions. Such a level would tend to augment 
prices generally and to aggravate the dangers of social and economic 
discontent. Having regard to the conditions under which the large 
mass of the population lives, we are satisfied that in so far as the 
rise in exchange has mitigated a rise in Indian prices, it has been 
to the advantage of the country as a whole, and that, it is desirable 
to secure the continuance of this benefit. 

(b) Effect on Indian Trade. 

51. Influence of high, exchange on Indian trade. — 

We now pass on to consider how far Indian commerce is likely 
to be affected by the maintenance of the exchange value of the 
rupee at a high level. We have already referred to the effects of 
a rise in exchange in stimulating imports and checking exports, 
and have expressed the opinion that these effects are transitory, 
and that they are no longer operative when wages and other ele- 
ments of cost have adapted themselves to the new level of ex- 
change . 1 

Indian trade is at present prosperous, and India is in a favour- 
able position for maintaining this prosperity. The' world shortage 
of raw materials and foodstuffs is likely to ensure a continuing de- 
mand for Indian produce during the period necessary for complete 
adjustment, while the great rise in the level of prices in countries 
importing from India should generally enable the Indian producer 
to obtain a satisfactory rupee price for his commodities in spite of 
the high exchange. It has, moreover, to be remembered that a 
high exchange brings with it certain counter-balancing advantages 

1 This question was discussed full*' m the Report of the Herschell Com- 
mittee of 1893 (paras. 27 and 116-120). See also Memorandum received from 
the Government of India regarding Indian price movements (Appendices p. 
164, § 15). 
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even to producing interests. It tends, for instance, to keep down; 
tlie cost of imported stores and machinery as measured in rupees, 
and, as we have pointed otit above, exercises a check on the rising 
cost of living in India and consequently on the rise in wages. 

We do not think it necessary to enter into a detailed review of 
the conditions under which trade in India’s staple products is con- 
ducted. Some of these commodities, of which jute is the most 
important, are virtually monopolies with assured markets, while 
others, such as tea, cotton, seeds and hides, are articles for which 
the world demand is insistent despite the high range of prices.. 
Exchange is only one and not necessarily the most important factor 
of which account has to be taken. After careful consideration of 
the evidence placed before us we have arrived at the conclusion 
that Indian trade is not likely to sufEer any permanent injury from 
the fixing of exchange at a high level. 

There is one qualification which it is necessary to add to the 
above statement. It seems probable that prices generally will re- 
main at a high level for a considerable time, and that any return 
to lower levels will be gradual • but if, contrary to this expectation,, 
a great and rapid fall in world prices were to take place, a .new 
element of disturbance would be introduced. The costs of produc- 
tion in India might fail to adjust themselves with equal rapidity 
to the lower level of prices, and Indian exports might sufEer to an 
extent which would endanger the maintenance of exchange at the 
level which we propose. In that case it would be necessary to con- 
sider the problem afresh, and take the measures which might be 
required by the altered circumstances. 


(c) Effect on Indian Industrial Development. 

52 . Influence of high, exchange on industrial deve- 
lopment. — Our attention has been drawn by certain witnesses to 
the important movement that is now taking place in the develop- 
ment of industry in India, and some apprehension has been ex- 
pressed lest a high rate of exchange should exercise a retarding in- 
fluence on this welcome activity. We recognise that competitive 
imports into India may be temporarily stimulated by the high rate 
of exchange, especially from countries where the cost of produc- 
tion is low; but even in the period which may elapse before the ad- 
justment of prices and other conditions to the* new level is complete* 
this influence, so far as manufactured articles from Europe and 
'America are concerned, is likely to be counteracted by the greatly 
increased cost of production in the exporting countries at the pre- 
sent time. Moreover, a high exchange will tend to retain for 
India the advantage of a low cost for wages and raw materials, and 
in so far as nascent industries are dependent on imported 
machinery, plant and stores, they will benefit from the lower rupee 
prices payable for them. On a review of all the facts, we are of 
opinion that the development of Indian industry will not be 
seriously hampered by a high rate of exchange. 
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(d) Effect on Home Charges. 

53. Home charges: effect of high rupee. — One of the- 
reasons for tlie closing of the mints to the free coinage of silver 
in 1893 was the increasing difficulty experienced by the Govern- 
ment of India in providing for their sterling obligations when the 
exchange value of the rupee was continuously falling. The fixing 
of the rupee at Is. 4 d. materially improved the revenue position and 
enabled the Indian Treasury to do without the additional taxation 
that would otherwise have been necessary. A high rate of ex- 
change would result in further advantages in this direction. 
When the exchange value of the rupee was Is. 4 d. the rupee equi- 
valent of the Home charges on the basis of 25,000,0002. a year was 
3T| crores ; while, if the necessary sum were remitted at an exchange 
of 2s., the cost would he 25 crores only, a saving of 12-J- crores. 

On the other hand there would he a loss involved in the revalua- 
tion in rupees of the sterling investments and the gold in the Paper 
Currency Reserve. 

If the revaluation were made at 2s. to the rupee, the deprecia- 
tion to be made good would amount to 38'4 crores. If the whole 
of the revenue saved in respect of the Home charges could be em- 
ployed for the purpose of meeting this loss it would he recouped 
in about three years. Thereafter a considerable surplus revenue 
would remain which might be employed in furthering the develop- 
ment of India or in the reduction of taxation. 

This is an incidental advantage in fixing a high rate of ex- 
change which must be taken into consideration. 

54. Conclusion as to effect of high rupee. — We are 

thus led to the conclusion that the material interests of India are 
not likely to suffer from the fixing of a high rate of exchange for 
the rupee, and that certain important advantages will follow from 
such a course of action. The question now arises as to the manner 
in which the exchange should be fixed. 

Should the Rupee be fixed in relating to Gold oh Sterling? 

55. Before the war the convertibility of sterling into gold was 
complete. Sovereigns and half-sovereigns were in circulation,, and 
Bank of England notes and other bank notes which were in use in 
the United Kingdom could be exchanged without any difficulty for 
gold. It was therefore unnecessary in considering the problems 
of Indian exchange to make any distinction between the two. At 
the present time, however, gold coin is no longer in circulation in 
the United Kingdom, and Treasury notes, which form the great 
bulk of the full legal tender currency, are not in practice convert- 
ible into gold. The result is that there is a divergence between 
the value of the pound sterling and the sovereign. One hundred 
ounces of fine gold can be coined into 425 sovereigns; but at the 
quotation on 17th December (108s. 9c7. per oz.) 100 ounces of fine 
gold cost approximately 544 Z. in sterling, i.e., in notes. Thus 1L 
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sterling- (paper) is equivalent to or "78 of 1 the sovereign (gold), 

a discount of 22 per cent. ; or, conversely, the sovereign (gold) is 
worth $ Z., or T28Z. sterling (paper), a premium of 28 per cent. 

A corresponding depreciation is shown in the exchange between 
sterling and the American dollar, which is convertible into gold. 
The gold sovereign is equivalent to f>4‘8666, while the pound ster- 
ling was quoted on 17th December at $3*83, a depreciation of over 
21 per cent. 

It therefore becomes necessary to consider whether, if the rupee 
is to be stabilised, its fixed relation should be with sterling, as 
hitherto, or with gold. In the latter case the necessary result will 
be that, until the gold basis of the British currency is restored and 
sterling becomes equivalent to gold again, the rupee-sterling ex- 
change will fluctuate in the same manner as the dollar-sterling 1 ex- 
change. This issue was brought into prominence by Mr. Lucas, 
Financial Secretary at the India Office, who in his written memo- 
randa and oral evidence has argued the case for a fixed relation 
with gold with much force and ability. We have given anxious 
consideration to this question, and our unanimous conclusion is 
that, for the reasons which we proceed to state, the balance of ad- 
vantage lies in fixing the relation of the rupee with gold rather 
than with sterling. 

56 . Advantages of fixing in sterling. — The main in- 
ducement for retaining the fixed relation with sterling is that a 
larger part of the trade of India is with sterling-using countries 
than -with countries upon an effective gold basis. The only im- 
portant countries to be placed at present in the latter class are the 
United States and probably Japan. The exports to these two 
countries in 19.18 — 19 amounted to 25 per cent, of the total exports 
of India (as compared with 14 per cent, before the war), while the 
import trade frortf them was 30 per cent, of the total (as compared 
with 5 per cent, before the war). On the other hand, the trade 
with the British Empire (excluding those portions which do not 
use sterling) amounted to 40 per cent, for exports and 48 per cent, 
for imports. Tt is argued that the advantage of fixity of exchange 
should be retained for the most important section of India’s trade; 
and also that, in the interests of the Empire as a whole, it is desir- 
able that the exchange system should be such as to facilitate and 
promote trade within the Empire rather than outside it, and, we 
may add, to retain for centres within the British Empire the 
finance of Indian trade. 

This consideration has undoubtedly some weight, especially as 
the effect of war conditions has already been to divert to Japan and 
the United States a part of the trade formerly exchanged with the 
United Kingdom and other European countries. We do not, how- 
ever, consider that a fluctuating sterling exchange will create an 
obstacle of a serious character to trade between the United King- 
dom and India or to existing methods of financing that trade, pro- 
vided that the system in force is such as to enable trade require- 
ments for remittance to me met readily and to their full amount. 
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In any case the fluctuations of the rupee-sterling exchange will only 
exist until the gold basis of the British currency is restored. 

57. Advantages Of fixing in gold. — The advantages, on 
the other hand, of fixing the exchange value of the rupee in relation 
to gold may be stated as follows : — 

(i) Great and admitted inconveniences attach to a currency 
which is depreciated and may suiter further deprecia- 
tion. If India’s currency is linked to sterling it will 
share those inconveniences. Her position as an export- 
ing country with a favourable trade balance enables her 
to avoid them by linking her currency to gold. 

(ii) We have already stated our conclusion that it is desirable 
to stabilise the rupee at as early a date as practicable 
at a level which will ensure that it remains a token coin, 
and will remove the necessity for further increases in 
its value to meet further rises in the sterling price of 
silver. We hav£ also pointed out that such rises might 
result from further depreciation of sterling. This 
possibility increases very seriously the difficulty of fix- 
ing a sterling value for the rupee which could fee main- 
tained with certainty ; but if the value of the rupee is 
fixed in relation to gold and not to sterling, one disturb- 
ing* cause at least is eliminated, since any rise in the 
sterling* price of silver resulting from further deprecia- 
tion in sterling would be counterbalanced by a similar 
automatic rise in the sterling value of the rupee. 

(iii) The value which it would be necessary to fix in sterling 
at the present time, in order that the rupee might have 
an exchange value exceeding that of its silver content, 
would be a high one. Under present conditions we do 
not, as we have explained, regard that as a disadvant- 
age. But if at some future time sterling recovers its 
value and becomes equivalent once more to gold, the 
sterling value for the rupee imposed by present condi- 
tions might be found too high, since that value would 
have increased in relation to gold, and probably in rela- 
tion to other commodities, in proportion to the recovery 
of sterling from its depreciation. It may be answered 
that if the value is found to be too high, it can be reduc- 
ed. But any reduction of the value fixed would have 
to be made by the Legislature or by acts of the Execu- 
tive, similar in character to those which have enforced 
successive rises in value, but arbitrary because not dic- 
tated by circumstances and therefore specially injurious 
to commercial confidence. If, on the other hand, the 
value is fixed in relation to gold, it can be fixed 
with safety at a lower figure and although at the 
present time the corresponding sterling value of the 
rupee will be no less high than if it had been fixed in 
sterling, the sterling equivalent will automatically fall 
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in correspondence to any recovery in sterling, and will 
ultimately coincide with the gold value. 

(iv) If the relation of the rupee to sterling is fixed, while ster- 

ling varies in relation to gold, it is evident that the rela- 
tion of the rupee to gold will vary. But if (as we think 
essential) the rupee and the sovereign are both to re- 
main unlimited legal tender in India, and to be avail- 
able for circulation, it is necessary that the relation of 
the rupee to the sovereign should be fixed, since two 
coins cannot remain in circulation as unlimited legal 
tender and at the same time stand in a variable relation 
to one another. The result would be that the relation 
of the sovereign to gold would vary — in fact, that the 
sovereign would become a token coin in India, divorced 
from its bullion value, and rated at a fixed number of 
rupees. It would follow that the import of sovereigns 
by the public must be prohibited, that the danger of 
smuggling and illicit coining must be incurred, and that 
gold coin and bullion would not be interchangeable. 

(v) In paragraphs 65 — 67 we state our view that it is very de- 

sirable to permit the free export and import of gold 
bullion and coin, and to issue gold coin in India for an 
equal weight of gold bullion subject only to an appro- 
priate coinage charge. It is clear from what we have 
said above that these objects can be attained in the near 
future if the rupee stands in a fixed relation to gold, but 
not otherwise. 

Balance of advantage on side of fixing in gold. — 

The balance of advantage appears to us for these reasons to be 
decidedly on the side of fixing the exchange value of the rupee in 
terms of gold 

Postponement op Decision undesirable. 

58 . Reasons against postponing decision. — ¥e have 
now dealt with the various aspects of the question which it was 
-necessary to examine, and we are in a position to formulate our de- 
finite recommendations as to the course to be pursued ; but before 
doing so we must give our reasons for not accepting the view, which 
has been pressed upon, us, that no attempt should be made at the 
present time to fix any definite or final figure for the relation 
between the rupee and either gold or sterling, but that the policy 
followed since 1917 should still be pursued. For the development 
•of this view and the explanation of the practical steps which would 
give effect to it, we must refer to the very able evidence of Sir Lionel 
Abrahams. 

It is true, as we readily admit, that present circumstances are 
•abnormal, and that it is extremely difficult to foresee future deve- 
lopments. This has been demonstrated by the changes in the situa- 
tion which have taken place since our inquiry began, and this fact 
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■was advanced as a reason for recommending that policy should wait 
upon events, that the exchange value of the rupee should be raised, 
if a further increase in the price of silver required it, and that it 
should again be lowered if events proved that the level reached was 
inconveniently high. But in our terms of reference we are directed 
to make recommendations with a view “ to ensuring a stable gold 
exchange standard,” and we do not think that it would be an ade- 
quate. discharge of our responsibilities to submit proposals which 
did not aim at securing stability in the near future, if, as we 
believe, such a result is attainable. The postponement of a decision 
which is synonymous with the continuance of the existing uncer- 
tainty would be open to serious criticism, and would entail the pro- 
longation of Government control over exchange and over the import 
of the precious metals into India. 

The Bate Recommended. 

59. Establishment of a stable relation between tlie 
rupee and. gold at the rate of ten rupees to one sove- 
reign recommended. — W e have now arrived at the following 
conclusions : — 

(i) The object should he to restore stability to the rupee, and 
to re-establish the automatic working of the currency 
system at as early a date as practicable (para. 36). 

(ii) The stable relation to he established should be witb gold 
and not with sterling (para. 57). 

(iii) The gold equivalent of the rupee should be sufficiently 
high to give assurance, so far as is practicable, that the 
rupee, while retaining its- present weight and fineness, 
will remain a token coin, or in other words, that the 
bullion value of the silver it contains will not exceed 
its exchange value (para. 43). 

After most careful consideration we are unanimous (with the 
exception of one of our members, who signs a separate report) in 
recommending that the stable relation to be established between 
the rupee and gold should be at the rate of ten rupees to one 
sovereign, or in other words, at the rate of one rupee to 11*30016 
grains of fine gold both for foreign exchange and for internal cir- 
culation. While some of our number would have preferred that 
the rate to he adopted should be nearer to that which has been in 
force for the last 20 years, we all recognise that no lower rate will 
attain the objects which we find to be indispensable. Our recom- 
mendation accords with the views expressed by the Government 
of India 1 after they had taken account of the changes in the situa- 
tion since the preparation of their original proposals. They 
strongly support the establishment of a fixed relation between the 
rupee and gold, and the adoption of the rate of ten rupees to one 
sovereign, and they express the view that this solution “ combines 
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a more real stability with maximum possible assurance' of converti- 
bility, and has, in fact, all the elements of a completely satisfac- 
tory permanent system.* * 

We believe, as we have already stated (para. 43), that strong 
forces will come into operation to prevent the price of silver rising 
to a point which will cause the bullion value of the rupee to exceed 
2s. (gold). If, however, contrary to our expectation, the price of 
silver should rise for more than a brief period of such a point, the 
situation should be met by all other available means rather than 
by impairing the convertibility of the note issue. In the event of 
such a rise in the price of silver, the Government might diminish 
the demands upon them for currency by reducing as far as possible 
the sale of Council Bills, relying on the free import of gold and 
silver, which we recommend, to provide alternative means of re- 
mittance. They would naturally endeavour to meet the demands 
for metallic currency by the use of gold, and abstain as far as 

P ossible from purchasing silver. If, in their judgment, it should 
e absolutely necessary to purchase silver, they should be prepared 
to purchase even at a price such that rupees would be coined at a 
loss. 

The principal steps for giving effect to our recommendation are 

(1) a notification changing the present acquisition rate for import- 
ed gold and fixing it at the rate of Us. 10 to the sovereign, (2) an 
amendment of the Indian Paper Currency Act and Indian Coinage 
Act, so as to make the sovereign legal tender for Its. 10 instead 
of for Us. 15, and (3) the withdrawal of the existing undertaking 
to give Us. 15 for a sovereign. 

In this connection it is necessary to consider whether an oppor- 
tunity should be given to holders of sovereigns to' present them for 
exchange at the existing rate at the time of the introduction of the 
new ratio (see para. 69 below). 

Other steps necessary as regards — 

(1) sales of Council Drafts and Reverse Councils; 

(2) import and export of gold and silver; 

(3) coinage; 

and also as regards the Paper Currency Reserve and the Gold 
Standard Reserve, are dealt with in the appropriate paragraphs of 
this Report. 

60. Replies to possible objections. — Two objections 
have been raised to the course which we recommend : — 

(i) It is suggested that if the sovereign, or the weight of gold 
in a sovereign, is obtainable for Rs. 10 instead of Rs. 15, 
or an even larger number, Indians will regard gold as 
exceptionally cheap, and will absorb greatly increased 
quantities. It is possible that the Indian demand may, 
to some extent, be diverted from silver to gold ; but in 
the present conditions of the supply of the two metals, 
and the demand for them, we do not regard this neces- 
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sarily as an evil. At the same time, we emphasise the 
necessity for using all possible means for encouraging 
the people of India to employ their savings in more use- 
ful and fruitful ways than in the acquisition of precious 
metal, whether gold or silver. 

(ii) It^ is urged that the existing ratio between gold and silver 
in India is sanctioned by the law and has been in exist- 
ence for a considerable period, and that to disturb it will 
be contrary to sound policy. We only agree in this 
argument to the extent that the legally established 
ratio ought not to be modified lightly or on insufficient 
grounds. The modification is, however, clearly within 
the competence of the legislature, and if it is necessary 
in order to remove the grave evils of the present position 
and to re-establish a sound and automatic currency 
system, we think it is undoubtedly justified. We 
believe that it is open to far less objection than any of 
the other alternative courses that have been suggested. 

Remittance to and from India: Council Drafts and Reverse 

Councils. 

61 . Extent to which. Council Drafts should he sold. 

* — We now proceed to consider question si connected with the system 
of remittance to and from India. 

We agree with the Chamberlain Commission in holding that 
Council Drafts are sold not for the convenience of trade, but to 
provide the funds needed in London to meet the requirements of 
the Secretary of State on India’s behalf in the widest sense of the 
term. There is, in our opinion, no obligation to sell drafts to meet 
all trade demands. If our proposals in paragraphs 65 to 67 re- 
garding the free import of gold into India and the maintenance 
of a gold mint are adopted, the way will he open for the settlement 
of trade balances by means which are independent of the sale of 
Council Drafts. India, however, normally enjoys a large favour- 
able balance of trade, and the adjustment of this balance mainly 
by the import of gold would probably involve the shipment to 
India of more gold than is actually required for absorption by the 
public. If, therefore, without inconvenience or with advantage 
the Secretary of State is in a position to sell drafts in excess of 
his immediate requirements when a trade demand for them exists, 
we see no objection to his doing so, provided that due regard is had 
to the proper location of the reserves, to -which we refer later. 
Such sales would tend to economise the movements of gold, and 
would provide additional facilities for telegraphic remittance, which 
is an advantage to trade. 

The above observations apply to normal times when the purchase 
of silver for coinage can be readily effected. So long as the exist- 
ing difficulties continue it will be advisable to adhere to the system 
at present in force, according to which the actual amounts of Coun- 

k 2 
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cil Drafts sold weekly are fixed with, reference to the Secretary of 
State’s requirements and the capacity of the Government of India 
to meet them. 

Minimum rate.- 1 — "While sterling continues to he divorced, 
from gold, the fixing of the rupee in terms of gold will involve- 
fluctuations in its sterling equivalent ; and the minimum rate foir 
Council Drafts will he fixed from time to time on the basis of the 
sterling cost of shipping gold to India. When sterling is again, 
equivalent to gold, the minimum rate will remain fixed and the 
price obtained for Council Drafts will vary between the gold points- 
according to the demand. 

©2. Reverse Councils; should toe readily availatole 
and include telegraph-ic transfers.— The Chamberlain Com- 
mission recommended that the Government of India should make 
a public notification of their intention to sell in India bills on 
Don don at a price corresponding to the gold export point, whenever 
they were asked to do so, to the full extent of their resources. We 
agree entirely with this recommendation. We are informed that 
inconvenience lias resulted in the past from the necessity of con- 
sulting tire Secretary of State before offers of reverse remittance 
were announced, and to ensure public confidence in the system it 
is desirable that the authorities in India should be in a position to- 
take action without the delay involved by reference to London. 
We are also informed that facilities for telegraphic remittance, 
which were first offered in connection with the sales at the outbreak 
of the war, were greatly appreciated by the commercial community- 
in India. We, therefore, recommend that the Government of 
India should be authorised to announce, without previous reference 
to the Secretary of State on each occasion, their readiness to sell 
weekly a stated amount of Reverse Councils (including telegraphic 
transfers) during periods of exchange weakness. The rate will, as 
in the past, he based on the cost of shipping gold from India to the 
United Kingdom. So long as sterling is divorced from gold, it 
will not be possible to announce a fixed rate at which sales will 
uniformly be made, but the Government of India should be pre- 
pared to quote the appropriate figure as soon as the demand for 
remittance from India makes itself apparent. During this period, 
assuming that our recommendations regarding the exchange value 
of the rupee are adopted, 10 rupees will purchase the sterling 
equivalent of one sovereign less a percentage to cover the charge®- 
of remittance. 

Indian Demand fob, Pbecious JIetads. 

63. Cluaraefter and extent of Indian demand for 

gold. — We now turn to the policy that should be adopted in regard 
to the import and export of the precious metals into and from 
India. 

Statistics regarding the imports of gold into India on private 
account ih recent years ate shown in paragraph 14. It will *be 



279 


seen tliat during the five years preceding the war, India’s average 
annual import of gold coin and bullion exceeded 19,000,000?. 

It has frequently been alleged that an undue proportoin of the 
world’s gold supply is absorbed by India. It must be remembered, 
however, that the population of India exceeds 315 millions, and 
that. the use of gold (or, alternatively, of silver) plays an important 
part in social ceremonies sanctioned by religion and tradition. Pre- 
sents of gold or silver ornaments are obligatory at weddings and 
on other ceremonial occasions ; and this custom is supported by the 
practical consideration that a woman, whether Hindu or Moslem, 
who possesses gold and silver ornaments, or coins converted into 
ornaments, is entitled to hold them as her personal property. It 
has also always been the habit in India to use the precious metals 
as a store of value, and to hold savings in this form ; nor, until 
hanking and investment facilities have been extended, and the 
habit of using them has been acquired by the people of India, is 
it easy to see in what other form savings can be accumulated. We 
do not, therefore, consider that the quantity of gold taken by India 
for all purposes in the period before the war was disproportionately 
large in relation to her economic condition, and it must be assumed 
that so long as existing conditions prevail India will continue to 
require a considerable quantity of gold for the purposes named 
above. 

64:. We have previously pointed out that the normal balance 
of trade makes India a creditor country, and as such she is entitled 
to require payment for her produce in the form most acceptable 
to her people. Indeed, India’s capacity to draw gold from other 
countries depends in the last resort on the desire of her customers 
to secure her produce, and, so long as they continue to take it, 
India will be in a position to demand gold, in so far as she may 
prefer payment in this form to the import of commodities or the 
investment in foreign securities of credits due to her. 

We do not wish, however, by these remarks to lend support to 
any suggestion that the import of precious metals is the most ad- 
vantageous way by which India can adjust her claims against 
other countries. The accumulation of stores of gold and silver is 
an unprofitable method of saving, and it would undoubtedly be to 
India’s own interest, and to the interests of the world at large, for 
•her to employ her wealth in productive directions. We are, there- 
fore, glad to learn that an increasing interest is now being shown 
by Indians in the promotion of industrial enterprise, and we con- 
sider {see para. 73) that facilities for the deposit and investment 
of savings should be increased in all practicable ways. This may 
tend ultimately to reduce India’s demand for the precious metals. 

Import and Export of Gold. 

65 . Free Import and export of gold advocated. — 

Under the Gold Import Act all gold imported into India has to 
be tendered to Government at a specified rate based on the exchange 
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value of the rupee and the premium on gold. The export of gold 
is not prohibited, but owing to the fact that gold commands a sub- 
stantial premium in the Indian bazaar there is no tendency for 
it to leave the country under existing conditions. The provisions 
regarding the import of gold were- avowedly enacted under the 
stress of war and were only intended to be temporary. It is, in 
our opinion, desirable that the entry of gold into India should be 
freed from regulation or controlby the Government. We accord- 
ingly recommend that the Gold Import Act should be repealed as 
soon as the change in the statutory ratio of the rupee to the sove- 
reign, to which we refer below, has been effected. Movements of 
gold to and from India would of course continue, as in the past, to 
be reported for registration and statistical purposes. 

Gold as Currency. 

86. Use Of gold as currency. — The fixation of the rupee in 
terms of gold and the disappearance of the internal premium on 
gold due to the removal of the prohibition on import will again 
enable gold to circulate as currency. It is, therefore, necessary to 
consider how far the extended use of gold currency is desirable in 
India. We agree in principle with the recommendations of the 
Chamberlain Commission in this connection, but the position has 
changed in certain respects since the issue of their report, and 
some modifications in the policy suggested are advisable. We 
agree with their conclusions that the Government should continue 
to aim at giving the people the form of currency which they de- 
mand, whether rupees, notes, or gold, that the use of the note 
should be encouraged, that the currency most generally suitable 
for the internal needs of India consists of rupees and notes, and 
that it would not be to India’s advantage actively to encourage 
the increased use of gold in the internal circulation. We also 
share the view that gold can be more advantageously employed in 
the Government reserves, where it is available for meeting demands 
for foreign remittance, than in the hands of the people in the form 
of currency. For some time, however, it may be difficult to meet 
all demands for metallic currency in rupees, and a more extensive 
use of gold may be necessary to ensure confidence in the note issue. 
We understand that on recent occasions the issue of gold coin by 
the Government has been looked upon in certain parts of India 
as an indication that the Government were in difficulties regarding 
the provision of metallic currency. In order to avoid creating this 
impression by exceptional issues, we think that so long as the 
purchase of adequate supplies of silver continues to be difficult it 
would be advisable for the Government, as one of the normal 
methods for meeting demands for currency, to issue gold coin in 
moderate quantities. When the supply of silver has ceased to be 
difficult, tae necessity for the issue of gold coin will diminish, but 
it is probable that there will always be a demand for gold in cer- 
tain parts of India. We consider, therefore, that the Government 
of India should maintain their pre-war practice of making gold 
coin available when it is demanded by the public. 
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67. Facilities for minting sovereigns in India 
and refining gold recommended. — In order that gold 
currency may be available when required it is important to provide 
facilities in India for the conversion of gold bullion into legal 
tender coin. These facilities might be given by the establishment 
of an Indian gold mint, which would mint Indian gold coins such as 
the gold mohur, or by the reopening of the branch of the Royal Mint 
in Bombay. After careful consideration we have come to the con- 
clusion that it will be more advantageous to India to continue to 
use the form of gold currency to which she has become accustomed 
and which, on account of its wide circulation, is a universally re- 
cognised medium for the settlement of external obligations. We 
therefore recommend that the branch of the Royal Mint which 
was opened in Bombay during the war for the coinage of sovereigns 
and half-sovereigns and has since been temporarily closed, should 
be reopened, and that arrangements similar to those in force in the 
United Kingdom should be made for the receipt of gold bullion 
from the public for coinage. The Government of India should an- 
nounce its readiness to receive gold bullion from the public, 
whether refined or not, and to issue gold coin in exchange at the 
rate of one sovereign for 113*0016 grains of fine gold, subject to a 
small coinage charge. This undertaking would not of course re- 
quire the constant operation of the gold mint, if the demand for 
the coinage of gold did not justify it. The issue of gold coin in 
exchange for unrefined gold makes a gold refinery necessary. If 
the need is not met by private enterprise, we recommend that faci- 
lities should be given to the public by which they may be able to 
have gold refined at the Government refinery on payment of charges 
sufficient to cover the cost of the operation. 

68. Withdrawal of obligation to give rupees for 
Sovereigns recommended. — Sovereigns and half-sovereigns 
have been for many years legal tender in India, and, as we have 
stated in paragraph 6, the Government of India have undertaken 
by notification to issue rupees in exchange for sovereigns presented 
to them. In normal times, and whenever the supplies of silver 
permit, the Government of India will doubtless offer all facilities 
for the conversion of legal tender gold into legal tender silver coin 
and vice versa; but, in view of the present shortage of silver, we 
consider that the obligation to give rupees for sovereigns should be 
withdrawn. 

69. Protection of existing holders of sovereigns 
and gold mohurs against loss from change of ratio. — 

Under the scheme we have advocated the gold content of the sove- 
reign will be exchangeable in India for Rs. 10, and in order to 
put this rate in force it will be necessary to amend the statutes under 
which the sovereign is rated at Rs. 15, and to reduce the rate to 
Rs. 10. It will also be necessary to cancel the notification under 
which the Government have undertaken to give Rs. 15 for all sove- 
reigns tendered at the Reserve Treasuries. The question thus 
arises as to the treatment that should be accorded to the present; 
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holders of sovereigns in India. It is undoubtedly open to the Gov- 
ernment to enact through the competent legislature that the rate 
at which the sovereign is legal tender should be reduced from 
Us. 15 to Rs. 10 and to cancel the notification to which we have 
referred. We do not recognise any legal obligation on the part of 
the Government to indemnify holders of sovereigns from loss 
through change of rate, but we think that reasonable opportunities 
should be given to the public to exchange sovereigns in their 
possession at the rate of Rs. 15 at the time of the introduction of 
the new ratio. In order to reduce the period of transition, which 
must necessarily be attended by obvious risks and inconveniences, 
the offer should run for a short period only, and if the impending 
change is widely notified and opportunities for the tender of sove- 
reigns are made available at a large number of places (which would 
include all Treasuries and possibly all Sub-Treasuries) , . we hope 
that it may be found practicable to limit the period to a calendar 
month. The period suggested is short, and its precise duration 
should be determined on the discretion of the Government of India ; 
but we feel strongly that action, when taken, should be prompt. 
In order to prevent am excessive call upon their resources of silver, 
the Government should reserve to themselves the option of redeem- 
ing sovereigns in gold coin at the rate corresponding to the new 
ratio (viz., I-| sovereigns for each sovereign), to be payable after 
the termination of' the period of redemption, and to be represented” 
in the meantime by certificates or other suitable instruments creat- 
ed for the purpose. 

There would be advantages in carrying out this operation at an 
early date so that the imports of gold com and bullion into India ' 
may be free from control, and that the sovereign may be put into 
circulation as the equivalent of Rs. 10. But it must be for the 
Government to determine the detailed steps by which effect should . 
be given to our suggestions. 

The gold mohurs which were coined and issued during the war 
as the equivalent of 15 rupees should also be redeemed at that rate 
either now or at some later period as may be convenient. After a 
reasonable opportunity for redemption has been given, any remain- 
ing unredeemed should be demonetised. 

Import and Export of Silver. 

70 . Removal of prohibition of import of silver 
recommended. — We have already indicated that we. are in 
favour of the removal of Government intervention in- the free- 
flow of the precious metals to and from India as soon as prac- 
ticable. The import of silver was prohibited at a time of 
abnormal demand for currency and limitation of supply with 
the object of preventing private buyers in India from com- 
peting in the silver market with the Secretary of State. It is 
difficult to estimate^ how far the removal of their competition has 
facilitated the silver purchases of the Secretary of State during 
the last two years. The evidence we have taken suggests that, id 
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spite of the prohibition of the melting* of silver coin, the melting* 
of rupees has taken place on a large scale. When the bullion value 
of the rupee approximates closely to its exchange value the most 
economical method of obtaining silver in India is by melting coin. 
In so far as the demand for silver for social and industrial purposes, 
enhanced by the scarcity of gold, has been met in this way, the effect 
of the prohibition of private imports was to increase the amount of 
silver which the Secretary of State had to purchase. If the restric- 
tions on gold are removed the demand for silver may be expected to 
decrease, but a considerable quantity will always be required for 
social and industrial purposes. We consider that the disadvantages 
of meeting the public demand through Government agency by the 
indirect and expensive method of issuing additional currency, out- 
weighs any advantage which may be gained in respect of the Secre- 
tary of State’s purchases. We therefore recommend the removal of 
the prohibition on the import of silver as soon as is convenient. 

71. Removal of import duty on silver recom- 
mended. — Prior to the year 1910 silver bullion and coin other 
than current coin of the Government of India were included in the 
general tariff schedule of articles liable to an import duty of 5 per 
cent, ad valorem. In that year it was necessary to raise additional 
taxation, and it was decided that silver was a luxury article on 
which an additional import duty might suitably be imposed. The 
rate was accordingly raised to four annas per ounce. At that time 
the price of silver -was such that the additional duty on silver could 
have no influence on the currency system, but the rise in the price 
of silver to a height at which the bullion value of the rupee approxi- 
mates to its exchange value introduces fresh considerations; for 
whenever the exchange value of the rupee does not exceed the bullion 
value by the amount of *the duty, it is cheaper to obtain silver for 
the arts in India by melting the currency than by importing silver 
bullion. So long, therefore, as the divergence between the bullion 
value and the exchange value of the rupee is not large, the retention 
of the import duty may throw upon the Government of India the 
burden of providing rupees in excess of the needs for currency pur- 
poses. The removal of the duty has also been advocated on the 
ground that it imposes an unfair burden on the poorer classes, to 
whom a certain quantity of ornaments is a social necessity rather 
than a luxury. We do not attach weight to this argument, but we 
believe that there is a strong feeling in India against the retention 
of the duty in that it is an obstacle to the establishment of a world 
market for silver in Bombay, and places the Indian consumer of 
silver at a disadvantage in comparison with that of the population 
of other countries. The Government of India would prefer to defer 
consideration of the removal of the duty untiT the results of the re- 
laxation of the control over the movement of the precious metals 
have been observed, 1 but we see no reason for the postponement of 
the decision on the point of principle involved. Since the prohibi- 
tion of the import of silver, the revenues of the Government of India 


1 See Appendices, page 179, paragraph 7. 
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have been deprived of the yield from the silver duty, which was 
about one crore annually before the war, and the gap has been filled 
from other sources. The abolition of the duty at the present time 
would therefore involve no readjustment of the burden of taxation. 
For these reasons we recommend that when the prohibition of import 
of silver is removed, the duty should also be removed, unless in the 
opinion of the Government of India the fiscal position demands its 
retention. 

72. Retention of control aver export of silver for 
tJie present recommended. — As regards the export of silver, 
we are unable to recommend the removal of the prohibition at 
present, although we think that the removal of all restrictions is an 
ideal to be attained as soon as circumstances permit. As long as 
the bullion value of the rupee is near its exchange value, it is pos- 
sible that the export of silver rupees or silver obtained by melting 
rupees will be a profitable transaction, and it is necessary that 
Government should be in a position to protect the currency from 
depletion by export. We recommend, therefore, that the export of 
silver, except under licence, should be prohibited, until changed 
conditions again definitely establish the rupee as an over-valued 
token coin. Meanwhile it is important that the production of silver 
in India should not be discouraged by a measure which is intended 
only to protect the currency. We understand that silver mined in 
India is now purchased by the Government of India at rates fixed 
by contract with the producers. We hope that so long as the 
Government of India require silver this arrangement will be con- 
tinued on suitable terms; but if at any time before the removal 
of the export prohibition the continuance of the purchase by 
Government of the silver mined in India should be unnecessary or 
impracticable, we consider that the producers should be permitted 
to export freely under licence the silver produced from their mines. 


Facilities for Saving and Investment. 

73. Increased opportunities for saving and invest- 
ment recommended. — We have already referred to the exten- 
sive use in India of the precious metals, mainly in the form of 
currency, as a store of value. It has been urged that this practice 
is largely due to the inadequacy of the facilities for the disposal 
of savings in a manner which will enable them to be used produc- 
tively. We, therefore, welcome the recent announcement of the 
Government of India that a feature of the scheme for the amalgama- 
tion of the Presidency Banks is the opening of at least 100 new 
branches within the next five years. We recommend that this 
policy should be actively pursued. By the extension of the activi- 
ties of the amalgamated Presidency Banks and other sound banking 
institutions in India, we hope that facilities for the deposit of sav- 
ings will gradually be made available in all headquarters of ad- 
ministrative districts and other towns where no banks have yet 
been established. We suggest also that the Government of India 
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should consider whether it is practicable to abolish the existing 
stamp duty on cheques. 

An extension of banking facilities, however, on such a scale as 
■would attract deposits from the remoter areas is unlikely in the 
near future, and we think, therefore, that the rural population 
should be encouraged to take fuller advantage of the opportunities 
for making interest-bearing deposits in Co-operative Credit Societies 
and the Post Office Savings Banks. We are impressed by the com- 
paratively insignificant figure of the total deposits in the Post Office 
Savings Banks, amounting to only Rs. 24^- crores on 31st July 1914, 
before the conditions that ensued on the outbreak of war led to the 
heavy withdrawals referred to in paragraph 9. We understand 
that the substantial increase in deposits in the years 1912 — 13 and 
1913 — 14, amounting to over four crores, was due mainly to the 
grant of additional facilities, and we recommend that the Govern- 
ment of India should examine how far, notwithstanding the admit- 
ted administrative difficulties, it may be possible to improve the 
present procedure for the deposit and Withdrawal of money, and to 
increase the number of post offices conducting savings bank business. 

In addition, we advise that all possible facilities should be made 
available for the investment of savings in Government Loans. In 
particular, in view of the success which has attended the Govern- 
ment of India’s war borrowings through the Post Office, notably in 
the form of cash certificates, we suggest that a Postal Section should 
be retained as part of the normal borrowing system of India. 

It has been suggested to us that Indian investors would be pre- 
pared to purchase sterling securities of the Indian Government if 
facilities were given for the purpose. We are not in a position to 
judge how far this proposal is practicable or expedient, but we de- 
sire to bring it to the notice of the Secretary of State and the Gov- 
ernment of India. 

t. 

Purchase of Silver for Coinage. 

74. Sliver purcliases. — Before leaving the subject of the 
precious metals, it will be convenient to deal with the criticisms of 
certain witnesses regarding the conditions under which purchases of 
silver for coinage have been made. The allegations of the critics 
are to the effect that the method of purchase through a broker, main- 
ly in the London market, is unsatisfactory, and has resulted in 
purchases being made at an unnecessarily high price ; and that pur- 
chases by open tender in India would give better results. We have 
considered the subject carefully, and without entering into unneces- 
sary details, we are satisfied that the purchases of the Secretary ofi 
State, which are made in the same manner as the purchases of His 
Majesty’s Mint, many foreign Governments, and the banks concern- 
ed in the supply of silver to the Par East, are suitably conducted. 
We do not, therefore, make any recommendation for modifying the 
present practice, though we have no wish to suggest any limitation 
of the freedom which the Secretary of State now enjoys of making 
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our chases in India or elsewhere than in the United Kingdom should 
he think it advantageous to do so. 

Paper Currency Reserve. 

75. Principles underlying recommendations re- 
garding note issue. — In paragraph 28 we have referred to the 
large expansion of the note-issue during the war. This expansion 
has been in great part due to special causes arising from the war; 
but we believe that it has been beneficial to India, and we should 
welcome any further action that might tend to foster the note-using 
habit, especially under present conditions when the purchase of 
silver for coinage is attended with serious difficulty. But the con- 
tinued popularity of the note can only be assured if its convertibility 
is guaranteed beyond all possible doubt. Our recommendations re- 
garding the note issue have accordingly been framed with the ex- 
press purpose of justifying the confidence of the Indian public in 
the note by the provision of an adequate metallic reserve and the 
grant of ample facilities for converting the note into coin. We 
also take into account the necessity of avoiding on the one hand the 
inconveniences attending an inelastic currency, and on the other 
the risks of inflation arising from a currency which can be expand- 
ed with undue ease. 

76. At the outbreak of war the limit to the invested portion of 
the Paper Currency Reserve was 14 crores, of which 4 crores might 
be held in sterling securities, defined as “ Securities of the United 
Kingdom of Great Britain and Ireland or securities issued by the 
Secretary of State for India in Council under the authority of Act 
of Parliament, and charged on the revenues of India.” The great 
expansion of the note-issue during the war, coupled with the diffi- 
culty of obtaining gold or silver, made it necessary to enlarge these 
limits. The limits of investment were modified by no less than 
nine Acts and Ordinances, and the statutory maximum is now 120 
crores, of which 20 crores may be Held in securities of the Govern- 
ment of India. The increased powers of investment taken since 
the outbreak of the war are temporary and will, unless re-enacted, 
lapse six months after the official date for the termination of the 
war. 

77. The Chamberlain Commission commented in paragraphs 
103 to 105 of their Report on the elasticity of the Indian paper 
currency system. The maximum limit for the invested portion of 
the reserve is fixed by Statute, and when that limit is reached any 
further increase in the note-issue requires the deposit of an exactly 
equal amount of gold or silver in the reserve. Special application 
to the legislature is necessary when an increase in the circulation 
renders it expedient to increase the amount of the invested reserve'. 
It may be added that legislation would equally be required if a 
decrease in the circulation made it desirable to reduce the limit of 
investment. We recognise the special need for caution in dealing 
with the note-issue in such a country as India, where a large part 
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<©f the population is illiterate and the extended use ol paper cur- 
rency is a habit of very recent growth ; but we think it essential to 
introduce some elasticity into the system, and at the same time to 
•obviate the necessity for constant fresh applications to the legisla- 
ture as the circulation grows. Both these objects can be attained, 
if instead of laying down that the invested portion of the reserve 
must not exceed a fixed maximum, the legislature prescribes that 
it shall not exceed a maximum percentage of the total issue ; or, 
alternatively, that the metallic portion shall not fall below a mini- 
mum percentage of the total issue. In recommending that this 
method should be adopted we find ourselves in accord in principle 
with the views of the Chamberlain Commission, and also with those 
-expressed in the memorandum 1 annexed to the statement submit- 
ted on behalf of the Government of India. 

78. Minimum for metallic portion of reserve to be 
40 per cent, of gross circulation. — The Chamberlain Com- 
mission recommended that the fiduciary portion of the Paper Cur- 
rency Reserve, which at the time of their Report stood at 14 crores, 
should he increased at once to 20 crores and should thereafter be 
fixed at a maximum of the amount of notes held by Government in 
the Reserve Treasuries, 'plus one-third of the net circulation. The 
large increase in the note circulation that has taken place during 
the course of the war and subsequently has modified the position as 
it existed when the Commission reported. TJnder their recommen- 
dation it would be necessary that on the present basis of circulation 
the metallic reserve should amount to 3 19 crores of rupees, as com- 
pared with 80 crores so held at the present time. We do not con- 
sider that so large a reserve is required for ensuring the converti- 
bility of the note-issue, especially when it is remembered that in 
the case of any drain arising from demands for foreign remittance 
the Gold Standard Reserve is also available. We reconfmend that 
the statutory minimum for the metallic portion of the reserve should 
he 40 per cent, of the gross circulation. 

It would, of course, be desirable to maintain in the metallic 
reserve a substantial margin above the statutory minimum, espe- 
cially at the beginning of the busy season, which always brings a 
demand for issues of coin. 

It might appear that our recommendation is less cautious than 
that put forward by Mr. Howard, 3 who proposes for the metallic 
Teserve a minimum proportion of 50 per cent. But he applies the 
percentage not to the circulation of the moment, but to the average 
of the gross circulation on the closing days of the three preceding 
financial years. In times when the circulation is growing rapidly 
the figure so ascertained is greatly reduced. At the present time, 
for instance, Mr. Howard’s proposal would fix the minimum metal- 
lic reserve at 50^- crores, while our recommendation would make it 
nearly 72 crores. 

1 See memorandum Tby Mr. Howard, Secretary to the Government of India. 
Finance Department, Appendices, p. 29. 

* See Appendices, p. S3. 
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*79. Composition of fiduciary portion of reserve. — 

As regards the composition of the fiduciary portion of the reserve, 
we recommend that the amount to be held in securities issued by 
the Government of India should be limited to 20 crores, the figure 
at present permissible under the temporary legislation now in force, 
and that the balance should be held in securities of other Govern- 
ments comprised within the British Empire. Of the amount so held 
not more than 10 crores should be invested in securities with more 
than one year’s maturity, and any securities so held should be 
redeemable at a fixed date. The balance of the invested portion of 
the reserve over and above the 30 crores already provided for should 
be held in short-dated securities with not more than one year’s 
maturity, issued by Governments within the British Empire other 
than the Government of India. The operation of our recommenda- 
tions may be illustrated by the following figures exhibiting the 
composition of the reserve as it stood on 30th November 1919, as 
it would stand if the invested portion stood at the maximum permit- 
ted under the existing law and consequently if the metallic reserve 
was at the minimum permissible, and as it would stand if the metal- 
lic reserve did not exceed the minimum permitted under our recom- 
mendations : — 




Composition of Reserve (Lakhs of Rupees) . 

Percent- 
age of 

— 

Gross 

Note 

Circula- 

tion. 

Silver. 

Goia. 

Securities 

(Indian). 

Securities 

(British). 

Total 
Metallic 
Reserve 
to Gross 
Note Cir- 
culation. 

Actual figures for 30th 
November 1919. 

1 179,67 

m 

m 

17,03 

82,50 

44 -6 

Figures showing maxi- 
mum fiduciary issue 
under present law. 

179,67 

59,67 

20,00 

100,00 

33 2 

Figures showing maxi- 
mum fiduciary issue 
under proposals in 
report. 

179,67 

71,87 

20,00 

87,80* 

40 


* Securities issued by Governments within, the British Empire. 


These are our proposals regarding the permanent constitution of 
the Paper Currency Reserve, but we recognise that it may not be 
possible to maintain continuously such a large proportion of the 
reserve in metal in the immediate future. We accordingly recom- 
mend that, when permanent legislation is introduced in replace- 
ment of the present temporary provisions, authority for retaining 
for a limited period the existing permissive maximum of 120 crores 
for the fiduciary issue should be sought. 

Revaluation of sterling investments and gold in 
reserve. — The change in the gold equivalent of the rupee will in- 
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Volve a revaluation of the sterling investments and gold now held 
in the reserve. We recommend that the sterling investments 
should be valued at the rate of 10 rupees to the £, no account being 
taken for this purpose of the temporary depreciation of sterling in 
terms of gold. The revaluation of the sterling investments and 
gold at 2s. to the rupee will lead to a deficiency amounting to 
Rs. 38*4 crores in the reserve. It will be impracticable to make 
good this deficiency at once, but we are of opinion that any savings 
or profits arising from the rise in the equivalent of the rupee from 
Is. 4 d. to 2s. gold, such as the saving in the remittances made to 
meet the direct Some expenditure of the Government of India, 
will supply a suitable means for discharging this liability in a 
limited number of years. 

80. Iiimitecl powers of expansion in view of seaso- 
nal demand for currency. — While our recommendations in- 
troduce a measure of elasticity into the Indian note-issue, we think 
it desirable to provide for a further limited power of expansion 
with a special view to meeting the seasonal demand for additional 
currency which is normal in India. The proposals formulated by 
Mr. Howard contemplate that the note-issue should be based in 
part upon commercial bills of exchange. We have given careful 
consideration to this plan, with special reference to its application 
on the largest scale as the basis of the Federal Reserve Note system 
in the United States of America ; and we recommend that it should 
be tried experimentally in India on a small scale, as the basis for 
the special power of expansion which we find to be advisable. The 
requirements of the case would, we think, be met by authorising in 
the first instance the issue of notes up to 5 crores on the security 
of commercial bills of exchange in addition to the normal issue. 
The issue would take the form of loans to the Presidency Banks on 
the collateral security of bills endorsed by the Presidency Banks 
and having a maturity not exceeding 90 days. The interest charged 
to the banks for such advances should be not less than 8 per cent, 
per annum. The advances should be outside any loans made from 
Government Treasury balances. The bills tendered as collateral 
should be bond fide commercial bills against goods under export, 
not only because such bills would lead to the automatic retirement 
of the emergency note-issue on their maturity, but also because such 
bills are more easily identifiable as representing a definite commer- 
cial transaction than internal bills which may be created for pur- 

f oses of finance or against goods held for speculative transactions. 

f the difficulty of connecting internal bills with definite transac- 
tions in commodities can be overcome, we should see no objection 
hereafter to authorising the tender of such bills as collateral in 
addition to export bills, but we think that at the inception of a 
scheme which is admittedly experimental it would be wiser to 
authorise the tender of export bills only. 

81. Iiocation of Paper Currency Reserve. — The loca- 
tion of the Paper Currency Reserve has given rise to considerable 
■discussion in the past. The main facts of the position may be stated 
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as follows : — The reserve exists primarily for the redemption of 
notes, and the proper place for holding the greater part of the re- 
serve must therefore he in India where the notes may have to be- 
met. The silver reserves should, therefore, as in the past, be nor- 
mally held in India, but silver under purchase or in the course of 
shipment should he treated as part of the reserve pending its arrival 
in India. 

©‘Old in Paper Currency Reserve. — The gold also in the 
Paper Currency Reserve should normally be held in India; but some 
Paper Currency Gold may at times be held in London, either 
because it has been purchased there and is awaiting shipment, or 
because it is held in anticipation of its use in payment for pur- 
chases of silver. 

'Of the securities held in the Paper Currency Reserve, the Gov- 
ernment of India's securities would naturally be held in India r 
while the remainder would be held in the United 'Kingdom where 
they would be redeemable or realisable in event of need. 

82. Facilities for encashment of notes. — As soon as cir- 
cumstances permit, free facilities for the encashment of notes 
should he given, and the restrictions imposed during the course of 
the war should be withdrawn. We do not suggest that the legal 
obligation of Government to encash notes should he extended beyond 
the 'Currency ‘Offices, but we are satisfied that the additional faci- 
lities provided by the Government have tended to encourage confid- 
ence in the note-issue, and we would, therefore, welcome their 
restoration, although we recognise that this may not be practicable 
at the moment. The obligation of the Government to redeem its 
notes should he to redeem them in full legal tender coin. It is not 
necessary that the public should have the option of demanding gold 
or silver when they present notes. The choice of the metal should 
be, as it is now, at the option of the Government, who would, no 
doubt, in normal conditions endeavour to make payment in what- 
ever form of currency is preferred by the tenderer of the note. 

Godd Standard Reserve. 

83. Amount of reserve. — The Chamberlain Commission 
held that no limit could be fixed at the time when they reported 
to the amount up to which the Gold Standard Reserve should -be 
accumulated, and that the profits on the coinage of rupees should 
continue to be credited exclusively to the reserve. During the war 
the circumstances have been abnormal, and we consider that it will 
be advisable to await the return of normal conditions before fixing 
any maximum figure for the reserve. In reaching this conclusion 
we are also influenced by the proposal we have made in regard to 
the new ratio for the rupee. So long as prices throughout the, world' 
remain at or about the present level, we believe that India will 
maintain a prosperous export trade, and that the present strength 
of the Gold Standard Reserve, assisted by the otKer resources at the 
disposal of the Secertary of State, will suffice to maintain the ex- 
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change value of the rupee at the point we suggest. But if there 
were a sudden fall in world prices it is possible, as we have pointed 
out in paragraph 51, that the normal current of Indian trade might 
he affected for a period, and that a heavier call might he made on 
the resources for supporting exchange than has occurred in the 
past. We hold, therefore, that when profits again aeci'ue on the 
coinage of rupees they should be credited in their entirety to the 
reserve. 

84 . Composition of reserve. — The recommendation of the 
Chamberlain 'Commission that the silver branch of the Gold Stand- 
ard Reserve, which in dune 3914 amounted to 6 crores of rupees, 
should be abolished, has already been carried out. 

At present the reserve is held almost entirely in securities, and 
-on the 30th November 1919 was constituted as follows, the figure 
given representing in each case the face value of the security : — 


£ 

British Treasury Bills, maturing between De- 
cember 1919 and March 1920 . . . 8,219,000 

Exchequer Bonds, redeemable between Febru- 
ary 1920 and October 1921 .... 16,199,300 

National War Bonds, redeemable 1st October 

1922 7,500,000 

Five per cent. War Doan, 1929-47 . . . 3,762,181 

Local Loans, 3 per cent. Stock . . . 200,000 

Irish Land Stock, 2| per cent. . . . 438,720 

Transvaal Government 3 per cent. Guaranteed 

Stock, 1923-53 ...... 1,092,023 


37,411,224 

Cash . . ... . . . 27,093 


Total . 37,438,317 


The Chamberlain Commission -were of opinion that a consider- 
able portion of the reserve should be held in gold, and suggested that 
the total gold holding should be raised as opportunity offered to 
35,O(M),0OOZ., and that the authorities should thereafter aim at beep- 
ing one-half of the total reserve in actual gold. We agree in prin- 
ciple that the reserve should contain a considerable proportion of 
gold, but we do not anticipate that under the changed conditions a 
large gold holding will he attainable for some years, and we feel 
that in the present state of the note-issue such gold as the Govern- 
ment of India can obtain should be added to the Paper Currency 
Reserve rather than to the Gold Standard Reserve. At the present 
moment, therefore, the most satisfactory course lies in keeping the- 
reserve as liquid as possible by an ample holding of securities with 
early dates of maturity. This condition is secured under the pre- 
sent scheme of investment. From the statement given above it will 
be seen that, with the exception of about 5,500,0001., the securities- 
in the reserve are redeemable by October 1922 at the latest. We- 
are of opinion that the amount of securities with a maturity exceed- 
ing three years should not be increased, and that the authorities 
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should aim at holding all the invested portion of the reserve in 
securities issued by Governments within the British Empire (other 
than the Government of India), and having a fixed date of maturity 
of not more than 12 months. 

85. Location of the G-old Standard Reserve. — The 

object for which the Gold Standard Reserve exists is to afford pro- 
tection against a fall in exchange by meeting demands for sterling 
remittance to London; and it is evident that its resources will be 
most readily available for this purpose if they are held in London. 
This consideration has governed the location of the fund hitherto, 
and was considered by the Chamberlain Commission to be decisive. 

There is, however, a strong sentiment in India in favour of the 
location of the whole, or at any rate a large part, of the reserve in 
India. In currency matters the possession of public confidence is 
an asset of great value, and we therefore think it advisable to com- 
ply with the Indian demand, so far as this can be done without 
detracting from the utility of the fund for the purposes for which it 
exists. Gold in India can be made available for the purpose of 
foreign remittance, either by export or by transfer to the Paper 
Curency Reserve in India against a corresponding release of Paper 
Currency assets in the United Kingdom or, in circumstances of 
urgency, by arranging to earmark it for the Bank of England. We 
consider, therefore, that a portion of the gold in the Gold Standard 
Reserve should be held in India; but the gold so held should not 
exceed one-half of the total, and steps should be taken to ensure 
that it is not made available to the public except for the purpose 
of export. 

The sterling investments of the Gold Standard Reserve (includ- 
ing cash on deposit) should, as in the past, continue to be held in 
London. 

86. Minority Report by Mr. Dalai. — Our colleague, Mr. 
Dalai, submits a separate report. While we regret that he does 
not share our conclusions, we wish to record our appreciation of the 
assistance which we have derived from his knowledge and exper- 
ience. 

Summary of Conclusions. 

87. Summary of conclusions. — We now proceed to sum- 
marise the main conclusions at which we have arrived. 

(«) _ It is desirable to restore stability to the rupee and to re- 
establish the automatic working of the Indian currency system. 
(Para. 36.) 

(ii) The reduction of the fineness or weight of the rupee (para. 
38), the issue of 2- or 3-rupee coins of lower proportional silver 
content than the present rupee (para. 39), or the issue of a nickel 
rupee (para. 40), are expedients that cannot be recommended. 

If the legal tender limit of one rupee for the 8-anna nickel coin 
should prove an obstacle to its free circulation the question of rais- 
ing the limit to Rs. 5 or Rs. 10 should be considered. (Para. 40.) 
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(Hi) The maintenance of the convertibility of the note-issue is 
essential, and proposals that do not adequately protect the Indian 
paper currency from the risk of becoming inconvertible cannot be 
entertained. (Para. 41.) 

(iv) The rise in exchange, in so far as it has checked and miti- 
gated the rise in Indian prices, has been to the advantage of the 
country as a whole, and it is desirable to secure the continuance of 
this benefit. (Para. 50.) 

('») Indian trade is not likely to suffer any permanent injury 
from the fixing of exchange at a high- level. 

If, contrary to expectation, a great and rapid fall in world 
prices were to take place, and if the costs of production in India 
fail to adjust themselves with equal rapidity to the lower level of 
prices, then it might be necessary to consider the problem afresh. 
(Para. 51.) 

(vi) The development of Indian industry would not be seriously 
hampered by a high rate of exchange. (Para. 52.) 

(mi) The gain to India of a high rate of exchange for meeting 
the Home charges is an incidental advantage that must be taken 
into consideration. (Para. 53.) 

(viii) To postpone fixing a stable rate of exchange would be 
open to serious criticism and entail prolongation of Government 
control. (Para. 58.) 

(ix) The balance of advantage is decidedly on the side of fixing 
the exchange value of the rupee in terms of gold rather than in 
terms of sterling. (Paras. 56-7.) 

m 

(x) The stable relation to be established between the rupee and 
gold should be at the rate of Rs. 10 to one sovereign, or, in other 
words, at the rate of one rupee for 11*30016 grains of fine gold, both 
for foreign exchange and for internal circulation. (Para. 59.) 

(;ci) If silver rises for more than a brief period above the parity 
of 2s. (gold), the situation should be met by all other available 
means rather than by impairing the convertibility of the note-issue. 
Such measures might be (a) reduction of sale of Council bills; ( b ) 
abstention from purchase of silver; (c) use of gold to meet demands 
for metallic currency. If it should be absolutely necessary to pur- 
chase silver, the Government should be prepared to purchase even 
at a price such that rupees would be coined at a loss. (Para. 59.) 

(xii) Council Drafts are primarily sold not for the convenience of 
trade but to provide for the Home charges in the' widest sense of 
the term. There is no obligation to sell drafts to meet all trade 
demands; but, if without inconvenience or with advantage the 
Secretary of State is in a position to sell drafts in excess of his 
immediate needs, when a trade demand for them exists, there is no 
objection to his doing so, subject to due regard being paid to the 
principles governing the location of the reserves. 
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Council Drafts should be sold as now by open tender at compe- 
titive rates, a minimum rate being fixed from time to time on the 
basis of the sterling cost of shipping gold to India. At present 
this rate will vary; but when sterling is again equivalent to gold, 
it will remain uniform. (Para. 61.) 

(jciii) The Government of India should be authorised to anno- 
unce, without previous reference to the Secretary of State on each 
occasion, their readiness to sell weekly a stated amount of Reverse 
Councils (ineluding telegraphic transfers) during periods of ex- 
change weakness at a price based on the cost of' shipping gold from 
India to the United Kingdom. (Para. 62.) 

(xiv) The quantity of gold taken by India for all purposes in 
the period before the war was not disproportionately large having 
regard to her social customs and economic position ; but more produc- 
tive methods for employing wealth should be encouraged. (Paras. 
63-4.) 

(xv) The import and export of gold to and from India should 
be free from Government control. (Para. 65.) 

(xvi) The Government should continue to aim at giving the 
people the form of currency which they demand, whether rupees, 
notes, or gold; but gold can be employed to the best advantage in 
the Government reserves, where it is available for meeting the 
demand for foreign remittance. 

It would not he to India’s advantage actively to encourage the 
increased use of gold in the internal circulation, but it may for 
some time be difficult to meet all demands for metallic currency in 
rupees, and a more extensive use of gold may be necessary. In 
•order that confidence may not be disturbed by exceptional issues, 
the issue of gold coin in moderate quantities should be one of the 
normal methods of meeting demands for currency. (Para. 66.) 

(xvii) The Bombay branch of the Royal Mint should be re- 
opened for the coinage of sovereigns and half sovereigns and faci- 
lities should be afforded to the public for the coinage of gold bullion 
and for the refining of gold. (Para. 67.) 

(aroiii) The obligation of the Government to give rupees for 
sovereigns should be withdrawn. (Para. 68.) 

(xix) Opportunities should be afforded to the public to exchange 
sovereigns in their possession at the rate of 15 rupees per sovereign 
at the time of the introduction of the new ratio. Similar oppor- 
tunities should be given to holders of the gold mohur which should 
eventually be demonetised. (Para. 69.) 

(sax) The prohibition on the import of silver should be removed 
as soon as is convenient. (Para. 70.) 

(xxi) When the prohibition on the import of silver is removed, 
the import duty should also be removed, "unless the fiscal position 
•demands its retention. (Para. 71.). 
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(aaii) Tlie prohibition on the export of silver should be retained 
for the present with a view to the protection of the silver currency 
from depletion by export. 

If the silver mined in India should cease to be purchased by the 
Government,, its export should be permitted under licence. (Para. 
72.) 

(xxiii) Improved banking facilities and increased opportunities 
for the investment of savings should be afforded. (Para. 7-3.) 

( xxiv ) ISTo recommendation is made for modifying the present 
practice regulating the purchase of silver for coinage. (Para. 74.) 

(xxv) The statutory minimum for the metallic portion of the 
Paper Currency Reserve should be 40 per cent, of the gross circu- 
lation. 

As regards the fiduciary portion of the reserve, the holding of 
securities issued by the Government of India should be limited to 
20 crores. The balance should be held in securities of other Gov- 
ernments comprised within the British Empire, and of the amount 
so held not more than 10 crores should have more than one year’s 
maturity, and all should be redeemable at a fixed date. The balance 
of the invested portion above these 30 crores should be held in 
short-dated securities, with not more than one year’s maturity, 
issued by Governments witbin the British Empire. 

The existing permissive maximum of 120 crores should be re- 
tained for a limited period. 

The sterling investments and gold in the Paper Currency Re- 
serve should be revalued at 2s. to the rupee. The depreciation 
which will result from this revaluation cannot he made good at once, 
but any savings resulting from the rise in exchange will afford a 
suitable means for discharging this liability in a limited number 
of years. (Paras. 78, 79.) 

(xxvi) : With a view to meeting the seasonal demand for addi- 
tional currency, provision should be made for the issue of notes up 
to five crores over and above the normal fiduciary issue as loans to 
the Presidency Banks on the security of export 'bills of exchange. 
(Para. 80.) 

(asxvii) The silver and gold in the Paper Currency Reserve 
should be held in India except for transitory purposes. (Para. 81.) 

(x ayoivi) As soon as circumstances permit, free facilities for the 
encashment of notes should be given, and the restrictions imposed 
during the war should be withdrawn. The Government should have 
the option of redeeming its notes in full legal tender gold or silver 
coin. (Para. 82.) 

(xxix) TTo limit can yet be fixed to the amount up to which the 
Gold Standard Reserve should he accumulated and when profits 
again accrue on the coinage, of rupees they should be credited in 
their entirety to the reserve. (Para. 83.) 
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(xxx) Under present conditions Government should hold such 
gold as they obtain in the Paper Currency Reserve rather than 
in the Gold Standard Reserve. The Gold Standard Reserve should 
when practicable contain a considerable proportion of gold; but the 
most satisfactory course at present lies in keeping the reserve as 
liquid as possible by the holding of securities with early dates of 
maturity. 

The amount of securities in the reserve with a maturity exceed- 
ing three years should not be increased, and the aim should be to 
hold all the invested portion of the reserve in securities issued by 
Governments within the British Empire (other than the Govern- 
ment of India) and having a fixed date of maturity of not more 
than 12 months. (Para. 84.) 

(xxxi) A portion of the gold in the Gold Standard Reserve, not 
exceeding one-half, should be held in India; the sterling invest- 
ments should continue to be held in London. (Para. 85.) 

88. We desire to place on record our high appreciation of the 
services rendered by Mr. C. H. Kisch, C.B., and Mr. H. Den ning , 
I.C.S., as Secretaries to the Committee. They have discharged the 
duties entrusted to them with unfailing promptness and courtesy, 
and their valuable assistance has greatly facilitated our enquiry. 

(Signed) H. BABINGTON SMITH. 

CHALMERS. 

MARSHALL REID. 

J. B. BRUNYATE. 

F. C. GOODENOUGH, 

C. S. ADDIS. 

C. T. NEEDHAM. 

M. M. S. GTTBBAY. 

W. B. HUNTER. 

T. W. McMORRAN. 


C. H. 'Kisch, 

H. Denning, 

Secretaries. 

Dated the 22nd day of December 1919 . 
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MINORITY REPORT BY MR. DADIBA MERWAN- 

JEE D All All. 


TO THE RIGHT HON. EDWIN S. MONTAGU, M.P., SECRE- 
TARY OE STATE FOR INDIA. 

Introductory, with Recommendations. 

1. I regret that tlie divergence of opinion between my colleagues 
on tlie Committee and myself on vital currency principles is so great 
as to render it impossible for me to concur with the views of the 
majority. 

2. The tragedy of the great war in its world- wide effects has 
dealt very unequally with different countries. To India as a whole 
it brought a period of great economic prosperity, because India was 
able to supply produce and material which were urgently required 
in connection with the prosecution of the war, besides taking a full 
active part in the conflict. Notwithstanding this prosperity, which 
might have been expected to increase her financial strength, India 
has been called upon to face a veritable revolution in her currency 
arrangements which must cause widespread and lasting hardship 
amongst the masses of the people of India. 

3. This revolution has been brought about by the executive action 
of the authorities by means of raising the sterling rate of exchange. 
The only occasion on which this Committee were consulted regard- 
ing the changes made was when the rate was altered from 2s. to 2s. 
2d. Against this alteration I felt it to be my duty to protest. 

4. The rate of exchange was raised by stages from the normal 
rate of Is. 4d. to 2s. 4dL, and the reason assigned was that, owing 
to the rise in the price of silver, the bullion value of the rupee was 
above the rate fixed from time to time in relation to sterling. But 
that reason cannot be held to be the sole reason, since even if the 
price of silver should fall the intention is to maintain the rate of 
exchange at a much higher level than Is. 4 d. 

5. I cannot acquiesce in the great change in the money arrange- 
ments of India which must accompany this alteration in the rate of 
exchange. The legally established money standard is the sovere- 
ign, with rupees definitely related thereto at the rate of 15 to 1. 
That standard ratio has been broken by the raising of the rate of 
exchange, and I hold that it is vitally important that that ratio 
should be maintained. 

6. In my opinion the reason given for raising the rate of ex- 
change is altogether inadequate. The rise in the price of silver 
could have been prevented by removing the embargo on exports of 
silver from India after the war had ended, and it was after the war 
that the greater part of the rise in exchange was brought into force. 
India could easily have spared silver for export ; such exports would 
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have been profitable to her, and they would have prevented the 
great rise in the price of silver upon which so much has been made 
to depend through the raising of the rate of exchange. It was 
chiefly because the export of silver from India was prohibited, and 
because India was made a potential buyer instead of a seller, that 
the silver markets were inflamed and the price was raised. 

7. Even if silver exports from India were not considered desir- 
able there was still no occasion for raising the rate of exchange after 
the war because of the rise in the price of silver. It would only 
have been necessary to stop the sale of rupee bills by Government 
in excess of their own Treasury requirements and leave the balance 
of trade to be adjusted by other means than silver. 

8. There was one important obstacle to the removal of the em- 
bargo on silver exports. The paper currency had been heavily 
watered by the issue of notes not backed by coin but by British 
Treasury bills held in London. As a war measure and a temporary 
expedient to meet the difficulties of the time this might have been 
excused. After the war, however, this temporary expedient had 
the effect of blocking the removal of the embargo on silver exports 
by providing the only strong reason for retaining it, namely, the 
protection of the paper currency coin reserves against withdrawals 
of silver for export. This temporary expedient, therefore, turned 
to the permanent disadvantage of India when it provided a reason 
for retaining the. embargo. But the necessity for protecting in this 
way the paper currency coin reserves was due to the very artificial 
conditions created by the extensive watering of the note-issue, and 
consequently the need for the embargo was artificial. 

9. As long as a world- wide embargo on gold exports existed a 
rise to some extent in the rate of exchange could not, perhaps, he 
temporarily avoided; but when the United States became a free 
market for gold on the 9th dune, 1919, and the gold production of 
South Africa became available to the highest bidders in London 
from the 18th July, 1919, the need for further raising the exchange 
rate from Is. 8 d. by four stages to 2s. 4 d. was absolutely uncalled 
for. 

10. These new currerncy arrangements must, if continued, have 
disastrous consequences to India and to the people of India. They 
must seriously disturb the relations existing between creditor and 
debtor. They will cause dislocation and a set-back to several Indian 
industries and vast continuous losses on the exports of Indian pro- 
duce. There is a danger of India’s balance of trade turning against 
her and so checking her prosperity. And it should be remembered 
that between 100 and 200 millions of people live on the brink of 
starvation, and a great permanent change in the rate of exchange 
must ultimately bring intense distress to millions of the helpless 
masses. A fixed high level of exchange must also cause enormous 
losses in the rupee value of the invested reserves in sterling securi- 
ties and of gold held as part of the metallic reserves against the 
note issue. It 'will also cause' a colossal loss if the sovereigns now 
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held by the Indian public, estimated to amount to about 50,000,000, 
have to be redeemed at the statutory rate of 15 rupees to the sovere- 
ign, 

11. In my opinion the gold exchange standard as applied to 
India is entirely discredited as a currency system intended to meet 
Indian conditions. I make every allowance for the difficulties with 
which it had to contend^ dining and since the war, but the raising 
of the rate of exchange after the war was over was wholly unneces- 
sary. The people of India have strong objections to the purchase 
of silver at the present inflated and thoroughly artificial price. 

12. I discuss in detail below these and other points referred to 
the Committee, and now state here the recommendations I desire 
to make : — 

(a) The money standard in India should remain unaltered ; 
that is, the standard of the sovereign and gold mohurs 
with rupees related thereto at the ratio of 15 to 1. 

{ b ) Free and unfettered imports and exports by the public of 
gold bullion and gold coins. 

(c) Free and unfettered imports and exports by the public of 

silver bullion and silver coins. 

(d) The gold mint at Bombay to be continued and to receive 

gold bullion from the public and to coin free of charge 
gold mohurs of the same exact weight and fineness as 
the sovereign and to hand them over to the tenderers of 
gold bullion in less than 15 days. 

(e) The Bombay mint to undertake refining of raw gold for 

the public and not to make any profit on the transaction, 

(/) The existing silver rupees of 165 grains of fine silver at 
present in circulation to continue ' full legal tender. 

(ff) As long as the price of silver in New York is over 92 cents 
Government should not manufacture silver rupees con- 
taining 165 grains fine silver. 

(h) As long as the price of silver is over 92 cents Government 
should coin 2-rupee silver coins of reduced fineness com- 
pared with that of the prec-ent silver rupee and the same 
to be unlimited legal tender. 

{ i ) Government to coin a new 8-anna silver piece of reduced 
fineness and the same to be unlimited legal tender. 

(j) Government not. to coin an 8-anna nickel piece. 

(Jc) Government to sell Council bills by competitive tenders for 
the amount defined in the Budget as required to be re- 
mitted to the Secretary of State. The Budget estimate 
to show under separate headings the amount of Council 
bills drawn for Home Charges,, for Capital Outlay and 
Discharge of Debt. Council bills to be sold for Gov- 
ernment requirements only and not for trade purposes. 
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except for the purpose mentioned in the next succeed- 
ing recommendation. 

(l) “ Reverse ” drafts on Rondon to he sold only at 1$. 3 f-f-6? 

The proceeds of “ Reverse ” drafts to be kept apart 
from all other Government funds and not to he utilised 
for any purpose except to meet drafts drawn by the 
Secretary of State at a rate not below Is. 4^ a. per 
rupee. 

(m) Currency notes should he printed in India. 

(n) Government not to interfere with the immemorial practice 

of the Indian public of melting current coins. 

( 0 ) The sterling investments held against the Indian note issue 
to he liquidated as early as possible and transmitted to 
India in gold. 

(p) The use of one rupee currency notes to be discontinued as 
early as possible and meanwhile not to be forced into 
circulation. 

Report on the Terms op Reference. 

13. The Terms of Reference to the Committee were as follows: — 

“ To examine the effect of the war on the Indian exchange and 
currency system and practice and upon the position of 
the Indian note issue, and to consider whether in the 
light of this experience and of possible futuie variations 
in the price of silver, modifications of system or practice 
may he required, to make recommendations as to such 
modifications, and generally as to the policy that should 
he pursued with a view to meeting the requirements of 
trade, to maintain a satisfactory monetary circulation, 
and to ensuring a stable gold exchange standard.** 

I . — Breakdown of the Standard Ratio between Rupees and 

the Sovereign. 

14. The outstanding effect on the Indian exchange and cur- 
rency system has been that the system has broken down at a time 
when India enjoyed a large measure of prosperity as displayed 
by the foreign trade returns. The undertaking by the authorities 
to supply rupees without limit of amount at the rate of fifteen to 
the sovereign could not be maintained owing to the rise in the price 
of silver which made it impossible to supply fresh rupees (contain- 
ing 165 grains of fine silver) at that ratio without loss. In conse- 
quence of this rise in the price of silver the standard ratio of rupees 
to the sovereign was given up the sterling rate of exchange for 
the rupee was raised by stages to 2s. 4 d., and the Secretary of State 
for India is now selling rupee bills at that rate which makes the 
present relationship of the rupee to the sovereign in working prac- 
tice 11 to 1. 
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15. It is true that the main object which the authorities kept 
before themselves in working the system was to maintain the ex- 
change value of the token rupee in meeting foreign payments. In 
the words of the Chamberlain Commission the ce cardinal feature ” 
of the system was “ absolute security for the convertibility into 
sterling of so much of the internal currency as may at any moment 
be required for the settlement of India’s external obligations.'*’ 
But whatever object the authorities had in view in working the 
system, this cannot alter the fundamental fact that the Indian cur- 
rency was founded on the sovereign (a full value gold coin) as the 
money standard with rupees (token silver coins) definitely related 
to the sovereign at the rate of 15 to 1, and if it is impossible to 
maintain this ratio between the sovereign and rupees I consider 
that the system has failed in its most important part. 

16. In support of this opinion it is necessary to recall the altera- 
tions made in the Indian currency arrangements in 1893. Up to 
that time India had a silver standard with mints open to the free 
coinage of silver. The mints were then closed and the silver stand- 
ard was given up. The silver standard was replaced a few years 
later by the standard of the sovereign, sovereigns and half-sovere- 
igns being made legal tender for 15 and 7|- rupees respectively, 
rupees being thus definitely connected with the sovereign at the 
ratio of 15 to 1 and also remaining full legal tender. 

17. There has been a difference of opinion as to the effect of 
these alterations in the currency arrangements. According to in- 
formation placed before the Committee they have sometimes been 
described as having placed India on a gold standard, while, on the 
other hand, some authorities prefer to describe the Indian standard 
of value as a gold exchange standard since the effectiveness of the 
arrangements largely depended in practice on the action of the 
Secretary of State and the Government of India in selling or ex- 
changing rupees for gold or sterling and sterling for rupees. But 
whether the standard is called a gold standard or a gold exchange 
standard, the alterations referred to could have no meaning except 
on the hypothesis that the money standard had been changed from 
a silver standard to the standard of the sovereign and that rupees 
were in effect made a fixed fraction of the sovereign. I cannot 
conceive that the mere title by which the standard is described, or 
any mere arrangements followed in working practice, can admit of 
any alteration of the ratio legally established between the rupee 
and the sovereign. 

18. It seems to me to be impossible to exaggerate the importance 
of the legal standard for m^ney payments. This standard should 
be and usually is regarded as less open to repeal or modification 
than perhaps any other legislative Act. It gives the peopfei rights 
as to the kind of money they may demand in exchange for their 
labour or goods, rights which cannot be removed or modified without 
inflicting widespread injury and risking the gravest discontent. 
The Indian money standard was definitely changed from silver to 
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gold so recently as 1893 for reasons affecting directly tlie Govern- 
ment of India and the Indian people, and proved to be of great 
benefit to India as a whole. But it is impossible to contemplate 
another permanent change in the rupee value of the sovereign for 
reasons which have not originated, in India and at a time when 
neither the Government (apart from the part they play in the 
currency policy) nor the public have been inconvenienced by the 
standard legally established. 

19. It is true that under the stress of war it has been a common 
expedient of Governments concerned to treat their money standards- 
as of little account and to resort to inflation of currency as a means 
of conducting the finance of war. No such reason applies to the 
Indian case. The* inflation of the Indian currency during the war 
was a genuine inflation as distinguished from the artificial inflation 
witnessed in most of the belligerent countries. It arose from the 
balance of indebtedness due to India. The breakdown of the sys- 
tem was not due to war expenditure by the Government of India. 
It was caused by the acceptance in London of payments due to 
India in the form of sterling, which could not he transmitted to- 
India by the usual methods. The commitments to India of the 
belligerent nations, as to other countries, could not be met in the 
usual manner through exchange operations or specie remittances- 
They were, in fact, unable to pay in international money, and 
obviously the best course to follow was that in fact followed in 
settling similar commitments in the United States by the flotation 
of loans. 

20. Unfortunately, India had not been prepared financially for 
absorbing her favotirable trade balances in any other form than the 
precious metals. Although India is normally a creditor country 
with trade balances running highly favourable to her, other means 
of adjusting favourable balances than the precious metals have not 
been actively sought for. That is one of the disadvantages of cur- 
rency arrangements conducted by the Government. Great Britain 
as a creditor country set an excellent example of cancelling her* 
favourable balances by investments abroad. There has been no- 
encouragement in India of that method of settling trade balances. 
There is far more British and other money invested in India than 
Indian money invested abroad. Still, there is little room for doubt 
that, during the war, British Government loans could have been 
successfully floated in India on a very large scale, on the same 
lines and terms as some of those publicly floated in the United 
States to meet the expenditure of the Imperial Government. It 
is also probable that something could have been done to encourage 
Indian investors to buy the Indian sterling loans held in London, 
if arrangements had been made for payment of the interest at the 
Government district treasuries in India. 

21. %ie break in the standard ratio during the war was, however, 
less serious than the still greater break during the -present year. 
The overwhelming demands for war requirements were at an end, 
and, although trade demands were urgent, it was imperative, in the 
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interests of the great majority of the people of India, that their 
rights in the standard money of the country should have been pro- 
tected from further modification. Trade "and circumstances, es- 
pecially in peace, must conform to the standard of money rather 
than that the money standard should accommodate itself to them. 
If it was impossible to meet trade demands without breaking the 
standard, that would be a reason for declining to meet them, but 
hardly a reason for meeting them and breaking the standard. 


II.— TT - 7 atering the Note-Issue. 

22. With regard to the note-issue there has been a complete re- 
versal of the procedure formerly observed in the matter of the fidu- 
ciary issue the effect of which on the note-issue itself can only be 
described as extremely unfortunate. The former practice was to 
increase the fidxxciary issue by investment of a portion of the metal- 
lic reserves, and this was done only when the proportion of the latter 
to the total of the notes in active circulation had shown, over a 
considerable period, a position sufficiently strong to warrant an 
extension of the invested reserves and a corresponding diminution 
of the metal reserves. During the war, however, the fiduciary issue 
was expanded to an enormous extent withoxit regard for the con- 
siderations which formerly decided extensions of that form of issue. 
It was no longer a case of investing a portion of the metallic re- 
serves held in India against outstanding notes ; notes were boldly 
issued against which no metallic reserves in India had ever existed. 
Also the proportion of the metallic reserves to the total of the 
outstanding notes was not allowed to have any weight:. It was a 
case of simply watering the note-issue in its worse form — issuing 
notes withoxit any metallic backing. In other words, it was a 
forced loan from the Indian public free of interest. It was an 
extreme measure to apply to the Indian note-issue even during the 
war and at a time when there were immense sums held in London 
belonging to the Indian currency. Indeed, it appears to have been 
adopted because of the difficulty of transferring the balances held 
in London to India. But even so, the warnings which had been 
given at the outbreak of the war, when there was a run on the 
paper currency offices for the encashment of notes, should have 
shown the necessity of maintaining the note-issue in a strong posi- 
tion and the undesirability of weakening it by an overissue of notes. 

23. iSTo exception can, of course, be taken to the security held 
against the notes thus issued which consisted of British Treasury 
bills, but the better course would have been to invite the pxiblic to 
take up the bills or some other form of British securities The 
public might not have cared to accept the same rate of interest as 
the India Office obtained on the investments, but even if it had 
been necessary to pay a higher rate of interest it would have been 
better to face this cost rather than imperil the safety of the note- 
issue. 
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24. Not unnaturally there was much, discussion as to the note- 
issue becoming an inconvertible issue, and, indeed, an actual state 
of inconvertibility was only avoided by the narrowest of margins. 
To my mind inconvertibility would be a disaster of the first magni- 
tude for the note-issue and for India. It would destroy all confi- 
dence in Government’s own paj>er money. Not only so but, seeing 
that British Government securities are so largely held against the 
note-issue (the amount is Its. 835,000,000 which, at the present rate 
of exchange of 2s. £d. f is approximately 93,QOO,OOOZ.), the credit 
of Great Britain is also involved. 

25. I have mentioned that an actual state of inconvertibility 
was avoided only by the narrowest of margins. This was aided by 
the exceptional measures taken restricting the movement of coin 
by rail and steamer, which had the effect of confining exchange- 
ability of notes into coin to the seven head currency offices. Even 
now in these offices conversion of notes into coin is directly and 
indirectly impeded. 

26. Nothing can better show the effect on the public mind of 
the great expansion in the fiduciary issue and the methods adopted 
to avoid demands for encashment than the fact that currency notes 
were quoted at a heavy discount. A telegram from the viceroy, 
dated the 8th November, 1919, stated that the highest rates of 
discount on currency notes reported during 1918 were 19 per cent, 
in the Central Provinces, 15 per cent, in Bengal, 13^ per cent, in 
Burma, but his Excellency added that during 1919 the highest 
rate reported was 3 per cent. This telegram showed not only a very 
high rate of discount in 1918, but also that it was widely spread 
throughout the country, and while it is satisfactory that the rate 
of discount has fallen to a low figure this year, the fact that such 
a considerable discount existed is one that must have a lasting 
influence on the minds of the public. The Governor of the Bank 
of England, in the course of his evidence before the Committee, 
remarked that a premium on gold was a very vicious thing. I think 
that, in the sense that a premium on gold is vicious, a discount on 
currency notes within India is equally vicious. 

27. In view of the great disturbance to the credit of the paper 
currency arising from the great expansion of the fiduciary issue, 
I consider that the metal reserves should be strengthened as early 
as possible by the liquidation of the reserves invested in London, 
and also that, in order to re-establish confidence, a high percentage 
of cash reserves should be maintained for many years to come. 
About 80 per cent, would not be too high a figure to fix as a normal 
proportion of metallic reserves to the total of notes outstanding. 
It must be remembered that this metalilc proportion on the 31st 
March of each year from 1910 to 1915 inclusive averaged 78*2 per 
cent. 

28. A well-conducted note issue is not only an economical and 
therefore profitable form of money, but also has an important edu- 
cative effect in a country like India with a backward and ignorant 
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mass of people.^ Also, it should be remembered that the internal 
trade of Xndia is much, larger than the external trade- Mr. E. M. 
Cook, C.I.E., of the Finance Department, has expressed the opinion 
that the internal trade is certainly fifteen times larger than the 
external trade, and that possibly the proportion is even higher. 
The ultimate possibilities of extending the note-issue are therefore 
very great, but the first essential is to ensure that there shall be 
no grounds for distrust of the issue, and particularly that nothing 
should be done to give cause for the notes to pass at a discount. 

TXT . — The Price of Silver. 

29. The Committee were also asked to consider the bearing of 
possible future variations in the price of silver on the currency 
system and practice. The reference of this question to the Com- 
mittee shows the great importance attached by the authorities to 
the continued use’ of silver in settling India’s trade balances, even 
although the use of silver cannot be continued for the present with- 
out breaking the standard ratio. It is, in fact, the crux of the 
whole situation. 

30. Information placed before the Committee lays great stress 
on the effect of the Pittman Act in the United States in its reaction 
on the price of silver and on the Indian currency position, and it 
was the high px^ice of silver which was the reason given for raising 
the rate of exchange during recent months which had the effect of 
altering the standard ratio between rupees and the sovereign. 

31. It is almost impossible to exaggerate the effect on the silver 
market of the raising of the rate of exchange for the rupee and 
making the rate more or less closely dependent on the price of 
silver on the ground that that price made the rupee more valuable 
as bullion than as a coin if the rate was not altered. It excited 
and inflamed the silver markets with anticipations of continued 
buying on account of the Indian currency at rising prices, and there 
are not wanting signs that silver interests are prepared to take 
full advantage of the situation created by this measure. 

32. I am unable to fall in with the idea that the rise in the 
price of silver afforded solid ground for this recent great alteration 
in India’s money standard. On the contrary, I contend that the 
price of silver has been artificially forced to its high level by the 
exclusion of stocks of Indian silver from the world’s markets by 
means of the continuance of the prohibition of exports of silver, 
and the raising of the exchange rate. The position is that the 
American production of silver is shut out of the world’s market 
automatically by the operation of the Pittman Act if the price of 
silver should fail below 1 dollar per fine ounce. The Act requires 
that until the silver taken from the dollar reserves is restored, the 
United States Treasury must buy at 1 dollar per fine ounce any 
silver of American origin tendered to it at that rate. This provi- 
sion in the Pittman Act has been taken as establishing in effect 1 
dollar per fine ounce as the minimum price of silver until the 
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■amount of silver withdrawn from the dollar balances has been res- 
tored, and since the silver dollars withdrawn under the Pittman 
.Act for the Orient represent between twice and three times the 
normal American production, it is estimated that the process of 
restoration will extend over a period of several! years. The future 
production of American silver being' thus assured of a market at a 
stated price, owing principally to the demands for Indian coinage 
during the war, and' the current of trade showing the probability 
of fresh demand^ for India, while Ghina was a keen buyer, it was 
only to be expected that the price of silver would rise. At the 
moment of writing the price in Iiondon is about 78<f . This price 
has been made possible only by the prohibition of exports of silver 
from India and by the raising of the rate of exchange, which has 
the effect of lowering the rupee value of all silver held there and 
making exports unprofitable. But for the prohibitory orders and 
the raising of the rate of exchange it would have been profitable 
for Indian holders to sell silver, and Indian sales would have pre- 
vented the great rise in price which has taken place. Under these 
■circumstances, the high world price of silver can only be regarded 
as wholly artificial, and consequently as a reason for such a drastic 
step as the alteration of the money standard ratio between rupees 
and the sovereign has no weight. 

33. It is frequently said that India is a sink for the precious 
metals and never allows them to come out. Here was an oppor- 
tunity of* disproving such statements. Silver would have been 
freely exported hut for the measures taken by Government to pre- 
vent exports. 

34. The exclusion of India’s silver from the world’s market is 
not altogether a new thing. It was practically excluded by impos- 
ing a duty on'Tsilver imports and not refunding the full duty paid 
when the silver was re-exported, and granting no refund of duty 
whatsoever on melted silver ornaments coming from the districts 
even in time of famine. I add a note on this subject in the ancil- 
lary problems dealt with at the end of this report. 

35. There is the objection that it was necessary to protect the 
silver currency against depletion by export by means of ordinances 
forbidding exports. This is an objection which would have very 
great force in a country like the United Kingdom where the subor- 
dinate silver currency forms a small percentage of the total amount 
of all kinds of currency in active circulation the loss of which by 
export would cause the greatest inconvenience. In India it has 
very little force because the total amount of silver currency is far 
in excess of the -quantity in active circulation and held aarainst the 
note issue. It is estimated that there are about 3,000,000,000 to 
4,000,000,000 of rupees in India. Moreover the amount that India 
could sell for export could not have reached very important dimen- 
sions because foreign buying power is limited, while Indian silver 
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■would not be accepted by the United States Treasury to replace 
the dollar balances since the replacement has to be made from silver 
of American origin. 

36. A more serious objection to permitting silver exports was 
the extreme vulnerability of the paper currency reserves of coin, 
because of the extent to which the note issue had been watered by 
•ordinances sanctioning the issue of notes in India against Bri t i sh 
Treasury^ Bills held in London. But here again the position was 
most artificial. The expansion of the note-issue on the security 
of British Treasury Bills was in effect a forced loan from the T-ndifl.n 
people, a method of meeting the difficulties of the time which I 
venture to suggest should not have been resorted to. The proper 
•course was to suggest to the British Treasury the desirability of 
floating public loans in India on the lines of those raised by the 
British Government in the United States, if the payments to India 
in London could not be completed by transmission to India in tb© 
usual manner. 

37. A real practical difficulty in the way of removing the embargo 
-on silver exports, as contrasted with the difficulty artificially created 
by the watering of the paper currency, was that silver exports would 
have increased the amount of the balance due to India, which the 
authorities were already unable to transmit to India, and would 
also have involved a change in the method of adjusting the balances. 
Obviously, with silver exports, it would have been absurd to con- 
tinue to settle the trade balances by means of the sale of rupee bills 
in London. The settlement would have had to be made in gold or 
by some form of deferred payments. The latter form of adjust- 
ment would not have been easy in the absence of preparation of 
the Indian market to take outside securities. And there would no 
doubt have been the usual objections to India being paid in gold. 
Still, I venture to think that even if gold had been required India 
could reasonably have expected consideration in the special circum- 
stances of the case, especially after the war was over, and the em- 
bargo on gold exports had been removed in the principal money 
centres. The point at issue was a vital one for India, namely, 
whether India should be compelled to give up a vital part of her 
established money standard because the price of silver had made her 
token silver currency more valuable as metal than as coin. India 
had the power, and it would have been profitable for her and to her 
interest to prevent the rise in the price of silver by sales of the metal. 
'The mere fact of Indian sales would have broken the strength of the 
•silver market. In such circumstances it would not have been un- 
reasonable for India to ask that her trade balances should be paid 
in gold so that she should be able to export silver for the preserva- 
tion of her money standard. 

38. Since the above was written it has been reported that the 
United States Government have followed the method here^ suggested 
by offering to sell silver currency when the price of silver went 

CUUR.EN'CT X. 



308 


above the melting value of tlieir silver coinage. It seems to me- 
that what is being done in America could have been done in India. 

39. But even if exports of silver were not allowed for the pur- 
pose of preventing the price of silver from rising, there was still 
no occasion to adopt the extreme measure of raising the rate of 
exchange, and so breaking the standard ratio. India did not re- 
quire additional supplies of rupees. She could carry on for many 
years without any new silver coinage. The only alteration required 
would have been to stop the coinage of rupees, and that would 
have occurred automatically by reason of the loss coinage would 
involve- But if the coinage of silver ceased because it was un- 
profitable, the trade balances if they continued to be favourable 
would have to be settled by other means than importing silver. It 
appears to me that the authorities were not willing to permit of a 
settlement by other means. They had come to regard the practice 
of selling rupee bills in London without limit of amount as an all 
essential part of their duties in the administration of the currency 
which could not be given up. Yet the position proved that there- 
was in fact a limit to the issue of rupees if the standard ratio was 
to be maintained, since rupees could no longer be coined without 
loss at that ratio. Bather than give up the sale of rupee bills the 
authorities raised the rate of exchange, so breaking the ratio, and 
continued to offer rupee bills for sale. 

40. Still another method of avoiding the raising of the rate of 
exchange because of the high price of silver would have been to 
impose a duty on all exports at a rate sufficiently high to provide 
the means of meeting the additional cost of silver over the price at 
which silver could be bought and coined without loss at the fixed 
ratio. Such a duty would have the effect of moderating the foreign 
demand for Indian produce, and thereby moderating the balance of 
trade due to India; while, on the other band, if India is compelled 
to accept payment in silver, the duty wotild enable India to avoid 
paying more for it than the price at which it could be bought, and. 
coined without loss. 

41. The authorities considered that there were only two alterna- 
tives open to them, either to raise the rate of exchange or to debase- 
the silver coinage. I have endeavoured to show that there were 
other courses open to them without raising the exchange or debas- ; 
ing the rupee coins. But even if it were the case that they had! 
only these two alternatives it is by no means certain that they took 
the better of the two. My own belief is tbat the people of India 
would prefer debased silver coins to an alteration of the ratio- 
which the raising of the exchange involves. It would not be prac- 
ticable or advisable to call in all the rupees in the hands of the 
public to be recoined, but any new coinage that became necessary- 
could be issued in the form of a special silver coin, such as, for 
example, a two-rupee coin containing a reduced quantity of silver. 

42. In connection with the question of debased coins I may say 
here, by way of parenthesis, that although the Government of India: 
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liaT e taken power to issue a nickel half-rupee or eight-anna coin I 
trust that they will hesitate before putting it into circulation, and 
also that the suggestion which has been made that the eight-aiiha 
nickel piece should be made legal tender for a larger amount than 
one rupee will not be agreed to. The appearance in the currency 
system of one rupee paper notes and of two-anna nickel coins has 
sufficiently alarmed the Indian people and led to the hoarding of 
rupees. It is unsafe to carry the debasement of the coinage any 
further by the use of nickel coins. I am of opinion that the eight- 
anna nickel piece should not be put into circulation at all, and I 
suggest that instead of it an eight-anna silver piece of reduced fine- 
ness should be coined and made unlimited legal tender, the existing 
eight-anna coins being withdrawn from circulation* for recoinage 
at the reduced fineness. The practice of issuing subordinate coins 
of reduced fineness has been followed in the coinage of France and 
of the United States, and it seems to me much preferable to the 
use of nickel for such a high valued coin as the eight-anna piece 
in India. 

43. The authorities in raising the rate of exchange were no 
-doubt influenced by the "difficulties there would have been in settl- 
ing the balance of trade by other means than silver, and especially 
gold. But I venture to question whether they had the right, by 
executive action, to disturb the legally established money sj'stem. 
The people of India are accustomed to complaints from financial 
quarters about India’s absorption of gold, but they were fairly 
entitled to expect that their rights in the money standard would 
have been protected so far as the Government authorities were con- 
cerned. 

44. Also, it is difficult to see where the advantage lies in making 
the rate of exchange follow the price of silver. If silver has to be 
bought at present prices and coined into rupees at the present rate 
of exchange there is no economy of any consequence in using silver 
instead of gold. One of the advantages claimed in former years for 
issuing rupees instead of sovereigns was that it was economical. 
The rise in the price of silver took away that advantage. 

45. I deal later with some of the objections raised to Indian 
demands for gold, but here I may point out that there is some mis- 

3 rehension on the subject. The foreign trade of India is nor- 
ly connected with 77 other countries. From the following state- 
ment which I had supplied to the Indian press it will be seen that 
in the year 1913-14 (which was the last normal year before the war) 
the trade with each country resulted in a balance against India in 
the case of only five principal countries, the total adverse balance 
being 47,807,9002., of which the principal one, the United King- 
dom, had a balance due by India of 40,098,8002. All the other 
cou ntries trading with India bad to pay over 88,462,3002. to India. 
'When , therefore, India takes gold it is because gold as the inter- 
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form of money is due to her in payment of commodities? 
supplied to those other countries. 


Countries. 

Exports of 
Merchandise 
from India. 

Imports of 
Merchandise 
into India, a 

Balance of 
Trade 

gainst India. £j 

Balance of 
Trade in 
avour of India* 



£ 

£ 

£ 

£ 

United Kingdom . 

* * 

38,234,300 

78,833,100 

40,098,800 

— . 

Java, Borneo ana Sumatra . 

1,415,500 

7,773,900 

6,358,400 

... 

Mauritius and Dependencies 

867,700 

1,685,100 

817,400 


Norway and Sweden 


... 

497,400 

497,400 

— 

Persia . 


438,800 

474,700 

35,900 

... 

Japan . 

4 « 

15,124,400 

3,187,700 

... 

11,936,700 

United States of America 

14,518,100 

3,186,100 

... 

11,332,000 

French . 

• * 

11,711,500 

1,794,900 

' ' 

9,916,600 

Germany . . 

* • 

16,867,800 

8,452,000 

... 

8,415,800- 

Ceylon . 

• * * 

i 5,866,300 

548,100 

| " : I 

j 5,318,200 

Belgium * 

* • ' 

8,008,400 

2,839,000 

** • ‘ 

5,169,400 

Hong Hong . 

• * 

5,102.300 

654,900 

• ** 

4,447,400 

Italy . 

. 

5,219,000 

1,478,100 

... 

3,740,900 

Austria-Hungary 

« * 

6,408,800 

2,844,800 

... 

3,564,000 

South America 

• * 

3,181,800 

SOO 

... 

3,181,000- 

Egypt 

# * 

3,202,700 

199,700 

... 

3,003,000 

Australasia and Oceania 

3,321,500 

651,600 

... 

2.669,900 

China Treaty Ports 


3,799,200 

1,136,700 

... 

2,662,500 

Straits Settlements 


4,367,500 

2,293,200 

. — 

2.074,300 

Husia . 

V * 

1,636,200 

37,700 

... 

1,598,500’ 

Spain . 

• * 

1,479,200 

... 

... 

1,479,200 

Turkey in Asia 


1,782,900 

379,200 

— 

1,403,700 

Holland . . 

m » 

2,859,700 

1,033,400 


1,326,300- 

Canada . . 

* « 

952,000 

*•# 

... 

952,000 

West Indies . 

m • 

561,900 

• • • 


561,900 

h atal • ■ . 

a • 

535,100 

**• 


535,100 

Aden Dependencies 


816.200 

286.700 

... 

529,500- 

Indo-China . 


£09,400 

* * * 


509,400 

East African Ports 

• » 

542,000 

66,600 

... 

475,400 

Siam - • 

* 

621,900 

185,800 


486,600 
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Countries- 

Exports of 
Merchandise 
from India. 

Imports of 
Merchandise 
into India. 

Balance of 
Trade 

against India. 

Balance of 
Trade in 
favour of India. 


£ 

£ 

£ 

£ 

Arabia 

796,400 

383,100 


413,300 

British East Africa 

£06,000 

25S.90i' 

... 

247.100 

Cape Colony 

243,700 

... 


243,700 

Portuguese East Africa 

331,100 

100,500 

... 

. 230,000 

Turkey in Europe 

70,800 


... 

70,800 

Other Countries . . . 

1,421,400 

1,403,900 


17,500 

TOTAIi 

162,821,500 

122,167,100 

47,807,900 

88,462.300 


IY . — The Requirements of Trade. 

46. The Committee were further asked to make recommenda- 
tions as to the policy that should he pursued with a view to meeting 
the requirements of trade and to maintaining a satisfactory mone- 
tary circulation. It is very easy to exaggerate the importance of 
meeting the requirements of trade. Trade elsewhere is accustomed: 
to finding its requirements met without the active intervention of 
Governments by means of sales of Government bills. The usual 
and correct attitude of Governments is to* provide machinery for 
coinage and to leave it to its own automatic action , except for the 
provision of subsidiary coins. There seems to be no good reason 
for trade with India to be conducted on different lines from those 
followed by other advanced countries. The requirements of trade 
in this connection consist of finding the means of exchanging fore- 
ign money for Indian goods to satisfy the needs of the moment. 
Trade as such is not concerned with currency policy or with the 
economic effect, produced by the method of carrying out its ex- 
changes. Its concern is purely personal and temporary to see each 
transaction completed. The 'concern of the Government on the 
other hand should be to protect and safeguard the interests of the 
people as a whole in the maintenance of the legally settled standard, 
and I consider that Government would be performing its duty better 
by paying more attention to this aspect of the question than by- 
showing anxiety for trade requirements. It is no doubt a 
convenience for banks and some of the public to be able to get Grov- 
ernment mpc© Trills for making remitt&iicGS to Indi£t 5 and, wxlgii 
required, also from India. But it is not a convenience that trade 
has any right to look for. So far as the Secretary of State has to 
sell bills to meet Government’s own requirements, the practice of 
offering the bills for sale is unobjectionable. But that is not the 
case when bills are sold in excess of Government’s own needs and 
without limit of amount on the ground that sueh sales meet trade 
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requirements. The real reason for this latter practice is not so 
much to meet the convenience of trade as to retain the power of 
diverting payments of India’s foreign balances from gold to silver. 

Y . — -The Gold Exchange Standard . 

4T. The Committee were further ashed to make recommendations 
as to the policy which should be pursued with a view to ensuring a 
stable gold exchange standard. 

48. Before examining the working of the. gold exchange standard 
1 think it desirable to refer to some of the objections raised to the 
Indian money system. 

49. The Governor of the Bank of England in the very important 
evidence he gave before the Committee, while he disclaimed any 
knowledge of Indian conditions, commented freely on the money 
methods practised in India . This criticism, coming .from the high- 
est currency authority in England, calls for careful consideration. 
A few of what appear to me to be his principal objections may be 
stated. 

50. He took exception to the medium of exchange (gold) being 
used as a vehicle for hoarding instead of being left to pay its part 
m the regulation of the exchanges. It was wasteful employment 
of gold and detrimental to the interests of the individuals who prac- 
tised it and to those of India as a whole. He thought it would be 
much more to the interests of India as a whole that her favourable 
trade balances should be invested in Borne productive form abroad, 
as Great Britain used to settle her favourable balances by investing 
them in foreign interest-bearing securities. He also thought the 
Imperial Government would have some grounds for imposing restric- 
tions upon the unlimited demand of India for gold in satisfaction 
of the balance of trade, and also because India had managed with 
reduced supplies of gold during the war he thought she ought to be 
able to continue to do so. Eor internal circulation notes, he said, 
were as good as gold, as the experience during the war had proved 
in England, and all the gold that was required was the amount 
likely to be withdrawn for export by presenting notes. 

51. Erom these opinions it is clear that the Governor of the 
Bank thinks that India should economise the use of gold on the 
same lines as those followed in England. This is not the place to 
discuss the merits and demerits of the English system, but since it 
is put forward as an example for India to follow it seems necessary 
to say that, so far as the economy of gold in the internal circulation 
is concerned, the greatest agency in securing it has been the deposit- 
cheque system which originated with the bankers and their custo- 
mers, apart from, and it is sometimes said in spite of, the Govern- 
ment or legal system of currency. Also, the methods by which the 
internal economy of gold for circulation purposes was attained in 
England developed simultaneously with the growth of the method 
of cancelling, or avoiding gold imports in settlement of favourable 
foreign exchanges by means of foreign investments. 
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S2. "With regard to the suitability of this system for India, it 
seems necessary also to draw attention to tlie psycliological difference 
between tbe people of India and the people of England. The people 
of India are a subject people with a history of •man y centuries behind 
them of insecurity of private property. They have been driven 
by the force of circumstances in the past to secrete as far as possible 
such property as they valued. The British people, on the other 
hand, have a long, proud record of insular security. They are an 
independent race, and their enterprise has carried them all over 
the world, where they have formed connections and found favour- 
able investments to the great advantage of individuals and of their 
mother-country. If, therefore, the British people have themselves, 
independently of their Government, been successful in developing 
currency measures which have economised gold so satisfactorily to 
themselves, this must very largely be attributed to their national 
characteristics and their historical sense of security. It cannot 
necessarily follow that the same gold economising measures are- 
suitable to India, where the people have different traditions. 

53. So far- as the objectionable hoarding of gold is concerned 
there is not only the old tradition of insecurity of property induc- 
ing them to hoard, but there is the comparatively new form of 
internal token currency, not exchangeable into gold, which makes 
a very strong additional inducement to those who can afford it to 
hoard gold for security, as explained in a later paragraph. 

54. In the matter of internal currency, India has nevertheless 
made considerable progress in the direction of following English 
currency methods, particularly in the form of notes and cheques* 
although she is a long way from economising to the same extent 
as in England in the metallic backing to cheques. 

55. But while India still requires, and must require for a long 
time to come, a very solid metallic backing for her credit currency, 
that is not to say that she requires constant additions to her metallic 
currency merely because her trade balances are favourable. When 
the Governor of the Bank of England suggested that India should 
follow the English practice of settling favourable foreign balances by 
investments abroad, he touched the weakest spot in the administra- 
tion of the Indian currency system, and pointed the way to the real 
remedy to avoid excessive demands for the precious metals and 
particularly gold. The policy has been to sell rupee bills on 
India in London without limit of amount, which meant to any 
extent that might be necessary to settle the trade balances, and 
while the policy did not exclude Indian investments abroad, it left 
the matter to individual initiative, and did nothing to favour or 
encourage such investments. Yet, if the objections raised to the- 
absorption of the precious metals in adjustment of trade balances 
are to be satisfactorily met, it can only be by means of investments 
abroad by India, or, which is very much the same thing, by other 
countries borrowing in India. 
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56. The war afforded a favourable opportunity for getting 
India into the way of absorbing favourable trade balances by lend- 
ing to Great Britain, an opportunity of which advantage was not 
taken. It may be said that India had some difficulty in raising 
the loan of 100 millions which she voluntarily contributed to the 
cost of the war. There was not the same inducement in that case 
that there would have been in the ease of a loan offered by the 
British Government, and the rate of interest offered was not so 
good as the interest paid in some cases for similar public loans 
raised elsewhere by the Imperial Government. India is full of 
money, and notwithstanding the general idea that it is not avail- 
able for investment, in my opinion it is a question of terms and 
security. 

57. Since the wide break in the standard ratio between rupees 
and the sovereign with its attendant unsettlement and feeling of 
insecurity, there is now less chance of India seeking investments 
abroad than ever. There are in addition to the instability and in- 
security of the money standard, questions connected with foreign 
investments which must scare Indian capital, such questions, for 
example, as foreign taxation, capital levies, and inflated values 
due to artificially-inflated currencies. But the same results, so 
far as the settlement of exchanges are concerned, could be obtained 
by the raising of foreign and particularly British loans in India. 

58. TJnder the present system it can no doubt be claimed that 
India does' in fact lend abroad through the investments held 
against the paper currency issue. But in so far as such invest- 
ments represent either a forced loan from the people of India free 
of interest, or a tax on the money of the Indian people as explained 
later, they are not free of objections. I hardly think the Governor 
of the Bank had such loans in view when he made his suggestion 
as to India investing abroad. 

59. Coming now to the working of the gold exchange standard, 
it seems necessary to mention the fact that the Indian money 
standard has been the subject of constant public controversy for 
many years. I have already referred to the difference of opinion 
as to whether it was a gold standard or a gold exchange standard. 
But the mere fact that there is any opening for this controversy is, 
by itself, a most undesirable and unsettling feature in money 
affairs. The standard should be so fixed and defined as to leave 
no possibility of dispute or question as to what it really is. As 
already stated, I take the view that the legally-established money 
standard is the sovereign with rupees definitely related to the 
sovereign at the rate of 15 to 1. 

60. In contradistinction to this legally-established standard, 
the gold exchange standard has no legal validity. It has not been 
clearly and explicitly defined. The authorities who conduct it 
exercise the widest discretion in its regulation, but hitherto have 
been careful to respect the legally-constituted ratio between rupees 
and the sovereign. Its usual working characteristics are well 
known. In one direction the object aimed at is to provide absolute 
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security for the convertibility into sterling of so much of the in- 
ternal currency as may be required for the settlement of India’s 
external obligations. In the opposite direction it undertakes to 
sell rupee bills on India without limit of amount. In aiming at 
the maintenance of the sterling exchange it resembles the English 
system which, before the war, made a point of seeing that the ex- 
changes remained within the gold points. In undertaking to sell 
rupee bills on India without limit the gold exchange standard 
system is unlike the English model, which, by means of the Bank 
rate, restricted expansion in the volume of internal credit currency 
and made it dependent upon the extent of the gold reserves. 

61. The undertaking to provide rupees which are token coins 
without limit of amount, may in one sense be considered as autho- 
rised by the circumstance that rupees equally with sovereigns and 
half-sovereigns are full legal tender. Under the old silver standard 
rupees were, of course, legal tender, and when the standard was 
altered it was necessary to continue them as legal tender because of 
the great quantity which was then in circulation. But whether, 
from the point of view of the statutory standard of the sovereign, the 
tremendous volume of rupees which has been added to the token cur- 
rency can be justified is another matter. In reality the endless 
issue of token coins, much in excess of what is needed for internal 
exchange purposes, amounts to a form of taxation on the money 
of the public. It is this circumstance that is to a very large extent 
responsible for the extraordinary demands for gold and sovereigns 
in India. It virtually compels the Indian people to seek full 
value for the token money with which they have been over-supplied 
for ordinary currency purposes, and is thus largely responsible for 
the hoarding of gold of which so much is heard. India’s hidden 
stores of gold can never be expected to be used profitably for the 
benefit of the holders or of the State so long as no reasonable assur- 
ance is provided that, when used, they will remain a gold asset, 
and that assurance is not provided by a currency in circulation 
entirely composed of or based upon token coins. 

62. When I say that the issue of rupees largely in excess of 
what is needed for ordinary internal exchanges constitutes a form 
of taxation on the money of the public, it is necessary to add that 
the difference between the cost of gold coins and silver coins, 
which is the amount of the tax, does not go into the Indian Trea- 
sury balances, but goes to form gold or invested reserves in London 
which are intended to meet remittances from India at a fixed rate 
which cannot be made so advantageously through other channels. 
But even if the profits on coinage went to swell the revenues of 
the Government they would be no less open to the very serious 
objection that they really formed a tax on the money of the public. 

63. In present circumstances, however, this form of taxation 
has practically ceased, since the coinage of rupees at the moment 
is not profitable. But as a counter-balance to the virtual dis- 
appearance of this tax, the latest development of the gold exchange 
standard system has, by raising the rate of exchange and breaking 
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away from tlxe statutory standard ratio, depreciated the commer- 
cial 'value in rupees of the whole of the rupee currency which has 
already been taxed. 

64 ; This latest development gives ground for the gravest 
anxiety, not only on account of the depreciation in value of the 
immense volume of the rupee currency, but also because it means 
a revolution in the financial and economic life of India. 

65. It alters as it were by a stroke of the pen, the existing re- 
lations between creditors and debtors. It cuts down the value in 
rupees of all existing holdings of the precious metals in India re- 
latively to their value in the markets of the world, including the 
gold portion of the reserves held against the note issue, and, 
similarly,- it cuts down the value in rupees of all existing and 
future stocks of Indian produce, and through this effect on the 
value of produce it . is bound to prejudicially affect scores 
of millions of Indians engaged in agriculture, whose struggle 
for existence is already most severe. It is not too much to say 
that it will threaten the very existence of millions of such people. 
It will further handicap Indian* industries in competition with 
similar industries abroad, and will severely check the prosperity 
of India. Ho doubt there will be some compensation. The finance 
of the Government will be relieved so long as the. rate of exchange 
remains high, since the home remittances will cost considerably 
less in rupees, and it will be an advantage to those who buy im- 
ported goods or have payments to make outside of India. 

66. It has been urged that one beneficial consequence will be 
the lowering of the high price level in India. This may be grant- 
ed since the value in rupees of Indian produce, the price of which 
is ruled by outside markets, must fall. 13 tit it is nevertheless a 
•questionable method of reducing prices. There has been no arti- 
ficial inflation of the currency. Inflation of the currency has been 
•a genuine inflation in India caused by a surplus of sales over pur- 
chases abroad. Even the forced loan in the paper currency issue 
is -represented by debts due by the British Government. By the 
change in the standard ratio prices will be brought down, since 
prices are reckoned in rupees ; but there is not the same good reason 
for changing the standard money to reduce prices that there is for 
•deflating an artificially inflated currency to obtain the same result. 
In my opinion the inflation of currency in India is the consequence 
rather than the cause of high prices. The currency has been inflat- 
ed because the balance of trade was favourable and because addi- 
tions to the currency were the normal way of settling trade balances. 
'The balance of trade was increased by the increased prices paid for 
commodities for export. In this way the additions to the currency 
“were a consequence of high prices. On the other hand the inflation 
of currency cannot in its turn be held to have raised prices, since 
all accounts go to show that currency of all kinds has been hoarded 
on a very large scale, and hoarded money does not act on prices. 
The change in the standard ratio will bring down rupee prices, but 
it Will leave undisturbed the real cause of the high prices in India, 
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which was that world prices were high, and world prices were high 
mainly because the currencies of many countries were artificially 
inflated. _ It is simply a case of altering the nature of the money in 
which prices are reckoned, and, when advanced in excuse for the 
change of ratio, can only be regarded as an argument to deceive 
the people. 

67. The effect of the change outside of India cannot be so 
clearly estimated. But the probabilities axe that with the higher 
sterling cost of the rupee the demand for Indian produce will fall 
off, while remittances from India being cheaper in rupees imports 
will be stimulated. If these probabilities should materialise 
India’s trade balances will become less favourable to her than they 
have been, or it may be the ti*ade balances will turn against her. 
In either event the London market, where India’s international 
trade is mostly financed and finally adjusted, will be relieved of 
the necessity of settling India’s trade balances by means of specie 
remittances to the same extent as formerly, if indeed specie remit- 
tances to India will be necessary at all, while in addition to that 
advantage the stimulation of imports by the reduced rupee cost of 
sterling exchange will increase the demand for English textile 
manufactures. 

68. The revolutionary changes in the Indian money system 
should not have been possible and much less necessary at a time 
when immense sums were dus to India in exchange for her com- 
modities. They are to be explained by the particular bent of the 
policy followed — a policy of making India accept payment in India 
of the balances due to her as far as possible in the form of rupees.. 
A policy less rigidly bent in that direction would have been suscept- 
ible to the need for meeting the very special circumstances of the 
time by other methods, such, for example, as that suggested by 
the Governor of the Bank of England when he pointed out the 
desirability of investments abroad in settlement of India’s foreign 
claims. It is a policy which has persistently ignored the essential 
safeguards of a gold standard, and particularly the safeguard of; 
limiting the issue of token coins. It has by mere executive action 
changed the legally-established gold standard into a gold exchange 
standard, making the maintenance of exchange the object to be 
attained in place of the provision of gold money with a limitation 
of token money. And while the maintenance of exchange was the 
main object, the policy has broken away from the normal rate of 
exchange on the ground that the rise in the price of silver rendered 
that course necessary, although, as IT have endeavoured to show, 
there was no real necessity for doing so. . The fact that the main- 
tenance of exchange was so readily abandoned and the sale of rupee 
bills continued, combined with the persistent flooding of India 
with silver token money, gives ground for the theory that fixity of 
exchange was only the ostensible object of the policy, and that the 
real object was to compel India to take silver in place of gold 
money.. Further, it is a policy which is settled and managed in 
London, and which necessarily operates in tlxe markets of London 
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and India. That the interests of the London market have not been 
without influence In shaping the policy may be gathered from the 
enormous sums of money or investments belonging to the Indian 
currency which have been accumulated there. The profits on silver 
coinage were steadily collected into the gold standard reserves 
in London, and now that the coinage of silver has ceased to be pro- 
fitable, a new departure has been made in the issue of currency 
notes in India on the security of investments in London, which has 
had the effect of rapidly accumulating an enormously increased 
store of Indian currency money in London. These are changes 
which will be viewed in India with the gravest concern and mis- 
trust. 

69. India is fairly entitled to a system of sound money. The 
gold exchange standard has failed to provide such a system, and I 
am unable to make any recommendations for its continuance which 
would secure the stability it has lost. I consider that the authori- 
ties had no right to take the action of raising the rate of exchange 
' and, in my opinion, it is their duty to proceed to undo what they 
have done. 


VI. — Policy. 

70. On the subject of policy I desire to associate myself gener- 
ally with the views expressed in the following extract from the able 
memorandum submitted to the Committee by Sir Stanley B-eed, Kt., 
BL.B.E., LL.D., of Bombay 

I am strongly of opinion that the control now ex- 

cercised by the Secretary of State over the Indian exchanges 
should be abolished at once. Official control over the exchanges 
is always a bad thing, and whilst possibly justified under the 
immense strain of the war, should not be retained a moment 
longer than is absolutely necessary. It has already been 
abolished in every other country in the world, and it should 
be abolished in the case of India with the minimum of delay. 
Whilst this is true as a financial proposition, it is specially 
true of a country in the political condition of India. The Gov- 
ernment of India, and to no less a degree the Secretary of State, 
is suspected in the eyes of a large- section of the Indian commun- 
ity. All its actions are jealously regarded, often misunder- 
stood, no less frequently misrepresented. The Secretary of 
State op erates. 6,000 miles from , the great Indian financial 
centres. He is surrounded by, and naturally amenable to, 
interests which are not Indian in their ideas and aims. He 
acts in secret, and it is frequently impossible to obtain any in- 
formation in India of the groundwork of measures which, how- 
ever wise and expedient in themselves are not understood and 
are liable to perversion in India itself. The political disad- 
vantages of such complete powers being exercised in secret so 
far from the people: who are vitally affected by them, cannot 
easily be exaggerated. The only remedy is for the Secretary 
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of State to divest himself as completely as possible from the 
management of the Indian currency and exchanges, and to 
allow these to be governed by normal conditions. It is essen- 
tial, therefore, that the fixing of the exchanges by the Secre- 
tary of State and the distribution of Council bills amongst a 
limited circle of * approved * buyers should not be restored. 
Council bills should be sold by open tender to whomsoever may 
apply, the only limitation being the smallest amount to be 
tendered, which might be retained at the figure of 10,000 
rupees. "Whatever inconveniences may attach to this proce- 
dure will be outweighed by the practical advantage of freeing 
the Secretary of State from the suspicion which, however un- 
warranted, is widely entertained, of subordinating the inter- 
ests of India to those of financial institutions in the City of 
London, and of giving banks with their' headquarters in 
London a preference over banks with their headquarters in India. 

The first of these essential steps is to remove all restrictions 
on the free movement of gold and silver bullion to and from 
India, and to establish free and unfettered trade in both pre- 
cious metals. It is the inalienable right of every creditor 
country to determine for itself the form in which its debts 
shall be paid. India is a creditor country and will remain a 
creditor country for as far ahead as we can see. India is a 
bullion-using country, and the present exchange and currency 
■difficulties have largely arisen from the arrest of the normal 
flow of gold to India aud the substitution of credits abroad by 
Government for the liquidation of the large balance of trade. 
Deprived of the normal supply of gold bullion, India has 
turned to the only precious metal available, and has absorbed 
coined rupees in prodigious quantities. There tan be no finan- 
cial health in India until this traditional demand for bullion is 
satisfied. The Currency Commission of 1913, presided over ly 
Mr. Austen Chamberlain, laid down that f the extent to which 
India "should use gold must, in our opinion, be decided solely 
in accordance with India’s own needs and wishes, and it ap- 
pears to us to be just as unjust as to force gold coins into cir- 
culation in India on the ground that such action will benefit 
“the gold-using countries of the rest of the world, as it would 
be to attempt to refuse to India facilities for obtaining gold in 
order to prevent what adherents of the opposite school have 
called the drain of gold to India.* The demand for freedom 
of trade for India in the precious metals comes from every im- 
portant finan cial and commercial authority in the land, and it 
must be boldly and unequivocably recognised. 

It is objected that India is a bottomless sink for the absorp- 
tion of the precious metals, and that gold once passed into 
general consumption in India is permanently lost to the rest of 
the world. This attempt to fasten upon - India an exceptional 
and invidious responsibility for the consumption of gold can- 
not be too vigorously combated. India is still an illiterate 
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country, whose credit and banking facilities are miserably un- 
organised aiid where the practice of holding small savings in 
gold and silver ornaments is centuries old. Yet its normal 
demand for the industrial arts, and for the satisfaction of the 
social customs of three hundred and fifteen millions of people* 
was met before the war by about ten millions of gold annually. 
The United States of America was reported recently to be 
absorbing a million sterling in gold per month for industrial 
purposes. Yet no one says that the United States is a bottom- 
less sink in the matter of her gold absorption. It is stated 
that in England one of the most flourishing trades during the 
war was that in cheap jewellery, in Which form the working 
classes invested a substantial proportion of their increased 
earnings. Every country in the world uses gold and silver for 
industrial and domestic purposes, and it induces a sense^ of 
angry injustice to find that the Indian demand for the precious 
metals, for precisely the same purposes, is perverted into sense- 
less hoarding, especially when the history and conditions would 
justify a far larger gold absorption than the Western nations 
with their general literacy and highly organised credit systems 
can claim. 

The success of these and any other measures which may be 
adopted will largely depend on the publicity with which "they 
are carried into effect. 

Attention has already "been drawn to the particularly diffi- 
cult task which the (Government of India has to discharge 
owing to the political status of India. That political status 
inevitably exposes all the acts of the Government of India to 
distrust, misrepresentation, and prejudice. Whilst this is true 
of the Government of India, which is in close contact with 
Indian opinion, whose members are well known in all commer- 
cial and financial centres, and where successive Einance 
Ministers have made it a practice for a number of years to keep 
in personal touch with financial and commercial opinion, it is 
doubly true of the Secretary of State, the final authority in all 
financial matters affecting India, who operates six thousand 
miles away, remote from Indian thought, feeling, and influence, 
hut in living contact with the London market. Experience has 
taught Us that the only remedy for misunderstanding in India 
is publicity ; the antidote to misunderstanding and distrust is 
the truth. A mountain of misunderstanding of the most re- 
grettable character, involving political dangers of great magni- 
tude, has been reared by the seerecy with which the Secretary 
of State controls Indian financial policy ; this inotmtain can 
be levelled only by the truth, spread with the widest, publicity. 
It follows, then, that all financial operations carried on by the 
Secretary of State should he conducted in public, and that the 
path of wisdom lies in the Secretary of State divesting himself 
so far as possible from the management of the Indian currency 
and ^ exchanges , . and substituting for this management auto- 
matic Operations carried out in the gaze of the public. 
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An important step in tliis direction will have been taken if a 
free, open, and automatic exchange is established. Council bills 
being- sold to the highest tenderers. But it will be necessary 
to supplement this measure by others in the same direction. 
All purchases of silver for the Government of India should be 
by open tender to Be delivered in Bombay. Quite apart from 
the fact that this will attract to the great bullion market of 
Bombay silver from all parts of the world, it is the only means 
whereby the cloud of suspicion which overhangs the purchases 
of silver for the Government of India can he dispersed. The 
returns relating to all operations — currency and exchange — 
undertaken by or for tbe Government of India, should be 
couched in the fullest possible form and published at frequent 
and regular intervals. The financial position of India is such 
that she has nothing to fear from publicity; publicity is the 
great instrument through which to strengthen her credit 
abroad, and the position of the Government of India at home. 
Magna est veritas , et prcevalebit — but truth cannot prevail if 
it is interred in the archives of the India Office/* 

Ancillary Problems. 

Duty on Imported Silver. 

71. In my opinion the duty charged on silver imported into 
Jlndia is closely connected with the currency policy, and is calculat- 
ed to deter the economic advancement of the people of India. This 
is a question which is not of importance so long as the embargo on 
private imports of silver is maintained, and no duty is consequently 
being levied. But when the embargo is raised I suggest that the 
•duty should be given up because it is, in effect, a levy on the petty 
savings of multitudes of the people. The practice which custom 
impels the Indian masses to place such small cash reserves as they 
can scrape together in unfruitful investments in silver ornaments 
is, of course, a matter for regret, but it is simply a continuance of 
long established custom on the part of poor and ignorant classes 
whose individual accumulations are very small, and, as a form of 
savings, not a fit subject for taxation. 

72. It has to be remembered that the Indian masses were for 
long accustomed to see the values of silver, and of rupees on an 
equality. They could at any time convert their silver ornaments 
into rupees with little loss. "With the closing of the Mints to the 
free coinage of silver this traditional equality of silver with rupees 
■was broken. Rupees became of more value than silver. That 
change by itself was startling enough to the poorer and uneducated 
classes, but while it had the effect of depreciating the value in rupees 
of their holdings of silver, it gave them the opportunity of putting 
■future savings into the customary form of silver at an advantage- 
ous rate relatively to rupees. To this great change in the position 
of silver -relatively to rupees there came to be added another inno- 
■vation in the form of an import duty on silver, which meant that 
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everyone, who followed the usual custom of purchasing silver was 
called upon to pay a contribution to the State. The amount of the 
duty is a minor consideration. It is the fact of the duty being 
levied which is objectionable, for if the principle of a duty is ad- 
mitted there is always the risk of the duty being expanded, and 
that has already happened. . 

73. The great alteration caused in the rupee valuation of silver 
by the change in the monetary standard from silver to gold, follow- 
ed by the duty on silver imports, cut right into the established 
traditions and habits of the masses in the matter of their savings 
but while there was good reason for the change in the ‘standard,, 
there seems to me to be no sufficient reason for the silver duty. It. 
is not calculated to inspire the masses with a sense of fairness on 
the part of Government towards their monetary habits, and on that 
account, is, I consider, likely to retard their economic advancement 
on sounder lines. 

74. The duty on silver as carried out in practice is objectionable 
in other ways. When imported silver is re-exported the duty paid 
on importation cannot be recovered in full, thus placing an unfair 
burden on the Indian purchaser. In consequence *bf this inability 
to recover the duty in full on re-exports, the Indian silver market, 
is placed at a disadvantage in competition with silver markets else- 
where, leading frequently to silver being retained in India when 
it might be re-exported. This disadvantage to the market reacts, 
on holders of silver when they have occasion to dispose of their 
holdings, because, although they have paid the duty at the time 
of purchase, they may find when they come to sell that purchasers 
will deduct the duty from the market price on the ground that the 
silver may have to be sold abroad in competition with other silver 
markets. 

India’s Banking Problem. 

75. India has an area of 1,802,657 square miles, and it contains 
2,253 towns with 29,748,228 inhabitants and 720,342 villages with 
a population of 285,406,168. On the 31st December, 1917, the 
total number of banking offices in India was only 402, and many of 
them overlapped in the larger towns. In fact, on that date there 
were in the whole of India only 165 towns which had bank offices. 
The United Kingdom, with a population of 48,000,000, had 9,138 
banking offices. Canada, with a population of 8,460,000, has about 
4,000 branches of banks. Further, there are 294,875,000 illiterate 
people in India, and out of the 18,539,578 literates there are only 
1,670,387 literates in English. 

76. The vast and scattered population of India has thus modern 
banking facilities at 165 stations only, and consequently the finan- 
cial power of India is insufficiently mobilised. Money lies dormant 
in endless small hoards. 

77. It will be seen that there is a vast virgin field for the deve- 
lopment and expansion of banking and for the collection into bank 
reserves of the innumerable stores of money lying idle throughout 
the country which could be utilised for the benefit of the holders 
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and for the good of trade and of the State. At the same time ex- 
pansion must necessarily be slow. The Indian public cannot be . 
hurried and hustled in such matters. 

78. It is sometimes said that a greater development of banking 
would cure the currency troubles. That seems to me to be putting 
the cart before the horse. The first essential to a great extension 
of modern banking is a currency system which inspires the public 
with absolute confidence. A credit system cannot overcome the 
difficulties arising from a system of money which is liable to violent 
changes in the valuation of the different forms of money of which it 
is composed, such as the present alteration in the ratio of rupees to 
the sovereign. No credit system could cure that fault in the money 
on which it rests. On the contrary, unsound money would imperil 
the credit system. Hence, in my opinion, the need for making the 
money system in India a specially strong and sound one if the 
money resources of India are ever to be mobilised in a great bank- 
ing system. 

79. In conclusion, I desire to add my tribute to the great ability 
and courtesy with which the Secretaries, Messrs. Kisch and Hen- 
ning, have discharged their duties. 


ID AD IB A MERWANJEE DALAL. 




THE ROYAL COMMISSION. 


GEORGE RJ . 

George the Fifth, by the Grace of God, of the United 
Kingdom of Great Britain and Ireland and of the British 
Dominions beyond the Seas King, Defender of the Faith, Emperor 
of India, to 

Our Right Trusty and Well-beloved Counsellor Edward Hilton 
Young, Companion of the Distinguished Service Order, “upon 
whom We have conferred the Decoration of the Distinguished 
Service Cross, Lieutenant-Commander, lately of Our Royal Naval 
Volunteer Reserve; and 

Our Trusty and Well-beloved: — 

Sir Rajendranath Mookerjee, Knight Commander of Our 
Most Eminent Order of' the Indian Empire, Knight Com- 
mander of the Royal Victorian Order ; 

Sir Noecot Hastings Yeeles Warren, Knight Commander 
of Our Most Eminent Order of the Indian Empire; 

Sir Reginald Arthur Mant, Knight Commander of Our 
Most Eminent Order of the Indian Empire, Companion of 
Our Most Exalted Order of the Star of India, Member of 
the Council of India; 

Sir Maneckji Byramji Dadabhoy, Knight Commander of Our 
Most Eminent Order of the Indian Empire, Member of the 
Council of State; 

Sir Henry Strakosch, Knight Commander of Our Most Excel- 
lent Order of the British Empire'; 

Sir Alexander Robertson Murray, Knight, Companion of 
Our Most Excellent Order of the British Empire; 

Sir Purshotamdas Thakurdas, Knight, Companion, of Our 
Most Eminent Order of the Indian Empire, Member of the 
Legislative Assembly; 

Jahangir Cooverjee Coyajee, Esquire, Professor of Political 
Economy and Philosophy in the Presidency College at 
Calcutta ; and 

William Edward Preston, Esquire : 

Greeting! 

Whereas We have deemed it expedient that a Commission should 
forthwith issue to examine and report on the Indian Exchange 
and currency system and practice, to consider whether any modi- 
fications are desirable in the interests of India, and to make 
recommendations : 
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Now know ye, that We, reposing great trust and confidence in 
your knowledge and ability, have authorised and appointed, and 
do by these Presents authorise and appoint you, the said Edward 
Hilton Young (Chairman); Sir Raj endranath Mookerjee; Sir Norcot 
.Hastings Yeeles Warren; Sir Reginald Arthur Mant; Sir Maneckji 
Byramji Dadabhoy; Sir Henry Strakosch ; Sir Alexander Robertson 
Murray; Sir Purshotamdas Thakurdas; Jahangir Coover j ee Coyajee 
and William Edward Preston to be Our Commissioners for the 
purposes of the said inquiry : 

And for the better effecting the purpose? of this Our Commis- 
sion, We do by these Presents give and grant unto you, or any 
three or more of you, full power, at any place in Our said United 
Kingdom of Great Britain and Ireland, or in India, to call before 
you such persons as you shall judge likely to afford you any infor- 
mation upon the subject of this Our Commissoin; and also, whether 
in our said United Kingdom, or in India, to call for information 
in writing, to call for, have access to and examine all such books, 
documents, registers and records as may afford you the fullest in- 
formation on the subject, and to inquire of and concerning the 
premises by all other lawful ways and means whatsoever: 

And We do by these Presents authorise and empower you, or 
.any one or more of you, to visit and personally inspect such places 
.as you may deem it expedient so to inspect for the more effectual 
.carrying out of the purposes aforesaid : 

And We do by these Presents will and ordain that this Our 
"Commission shall continue in full force and virtue, and that you, 
Our said Commissioners, or any three or more of you, may from 
.time to time proceed in the execution thereof, and of every matter 
.and thing therein contained, although the same be not continued 
from time to time by adjournment : 

And We do further ordain that you, or any three or more of 
you, have liberty to report your proceedings under this Our Com- 
mission from time to time, if you shall judge it expedient so to do : 

And Our further will and pleasure is that you do, with as little 
delay as possible, report to Us under your hands and seals, or 
under the hands and seals of any three or more of you, your opinion 
upon the matters herein submitted for your consideration. 

Given at Our Court at Saint James’s the Twenty-fifth day of 
August, One thousand nine hundred and twenty-five, in the 
sixteenth year of Our Reign. By His Majesty’s Command. 

W. J oyns on-Hick s . 
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and Finance. 
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Royal Commission on Indian Currency and 

Finance, 1926 . 


REPORT TO THE KING’S MOST EXCELLENT 

MAJESTY. 

Mat it please Your Majesty, 

We, tlie undersigned Commissioners appointed to examine and 
report on the Indian exchange and currency system and practice; 
to consider whether any modifications are desirable in the. interests 
of India; and to make recommendations; humbly submit to Your 
Majesty the following Report:- — 


I.— INDIAN CURRENCY SYSTEM. 

Historical Retrospect. 

- 1. The history of Indian currency is fully summarised in the 
Reports of the Herschell, Fowler, and Babington-Smith Com- 
mittees, and the Chamberlain Commission, and it is brought up 
to date in the memoranda on the subject prepared by the Secretary 
to the Government of India in the Finance Department and the 
Financial Secretary of the India Office which are printed in an 
appendix* to this Report. The whole narrative need not be 
repeated here. Our historical retrospect will be confined to a brief 
review of those facts and events of the past which chiefly influence 
the present and serve as a guide to 1 the future. 

2. Before 1893 India had a mono-metallic system with silver 
as the standard of value. In order to avoid the embarrassing 
fluctuations in the rate of exchange with gold standard countries, 
which were caused by the fall in the price of silver, it was decided 
in 1893, in accordance with the recommendations of the Herschell 
Committee, to close the mints to the free coinage of- silver. The 
stoppage of silver coinage was followed by an appreciation of the 
rupee, and by 1898 it had reached the level of Is. 4d. The rupee 
remained unlimited legal tender, and was the standard of value 
for all internal transactions. 

3. The policy adopted in 1893, by the closing of the mints to 
the free coinage of silver, had for its declared object the estab- 
lishment of a gold . standard for India, and the Fowler Committee 
(appointed in 1898) was invited to consider how this object could 

* Appendices Nos. 3 and 69. 
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best be secured. The relevant recommendation of tbe Committee- 
was as follows : — 

Paragraph. 54. “ We are in favour of making tbe British 

sovereign a legal tender and a current coin in India. We 
also consider that, at the same time, the Indian Mints should 
be thrown open to the unrestricted coinage of gold on terms 
and conditions such as govern the three Australian Branches 
of the Royal Mint. The result would be that, under identical, 
conditions, the sovereign would be coined * and would 
circulate both at home and in India. Looking forward as 
we do to the effective establishment in India of a gold standard 
and currency based on the principles of the free inflow and 
outflow of gold, we recommend these measures for adoption.’* 

4. This recommendation was accepted by the Secretary of State 
and the Government of India, and the effective establishment of a 
gold standard based on a gold currency thus became the recognised 
object of the Government of India and its advisers. But the 
Government’s first attempt to introduce gold into circulation was 
not a success, and the Indian Currency system developed in the 
years that followed along lines different from those foreseen in 
1898. Gold never became a substantial part of the circulation. 
Apart from small change, the internal currency consisted almost 
entirely of tokens, one printed on silver, the rupee, and the other 
on paper, the currency note. Their value was maintained at Is. 
4<$. gold* (there was during this period no difference between sterling 
and gold) by the offer of the Secretary of State to sell bills on 
India without limit of amount at Is. 4^dL and by the sale of drafts 
on the Secretary of State on occasions when owing to temporary 
variations in the currents of trade, exchange tended to fall below 
the Is. 4:d. level. The latter process was not, however, the subject 
of a statutory obligation, nor was it in practice carried out as a 
matter of course; e.g., the Secretary of State had to be consulted 
before offers of reverse remittance were announced, and the Gov- 
ernment of India never went so far as to undertake to offer sterling 
drafts in all circumstances. The standard thus evolved was com- 
monly known as a gold exchange standard, although in truth in 
so far as it amounted to a definite standard at all, it was a standard 
of sterling exchange. It was in operation at the beginning of the 
war in 1914. 

5. The Chamberlain Commission, which was appointed in 1913 
to enquire, among other things, whether the then existing practice 
in currency matters was conducive to the interests of India, reported: 
inter alia as follows : — 

Para. 223. — (iv) “The time has now arrived for a. recon- 
sideration of the ultimate goal of the India £ currency system. 
The belief of the Committee of 1898 was that a gold currency 
in active circulation is an essential condition of the main- 
tenance of the gold standard in India, but the history of the- 
last 15 years shows that the gold standard has been firmly 
secured without this condition. 
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(v) It would not be to India’s advantage to encourage an 
increased use of gold in the internal circulation. 

(vi) The people of India neither desire nor need any con- 
siderable amount of gold for circulation as currency, and the 
currency most generally suitable for the internal needs of India 
consists of rupees and notes. 

(vii) A mint for the coinage of gold is not needed for pur- 
poses of currency or exchange, but if Indian sentiment 
genuinely demands it, and the Government of India are 
prepared to incur the expense, there is no objection in principle 
to its establishment either from the Indian or from the 
Imperial standpoint : provided that the coin minted is the 
sovereign (or the half-sovereign) ; and it is pre-eminently a 
question in which Indian sentiment should prevail. 

(yiii) If a mint for the coinage of gold is not established, 
refined gold should be received at the Bombay Mint in exchange 
for currency. 

(ix) The Government should continue to aim at giving the 
people the form of currency which they demand, whether 
rupees, notes, or gold, but the use of notes should be 
encouraged. 

(x) The essential point is that this internal currency should 
be supported for exchange purposes by a thoroughly adequate 
reserve of gold and sterling.” 

Thus, in effect, the Chamberlain Commission, in its recom- 
mendations, abandoned the ideal of a gold standard based on a 
gold currency, and accepted in its place an exchange standard with 
an excrescent currency of sovereigns not essential to the working 
of the system. Owing to the outbreak of the War, no action was 
taken on these recommendations. 

6. The War of 1914-1S put the currency system of India, in 
common with those of all other countries, to a severe test. The 
price of silver rose to unprecedented heights, and the material of 
the silver token became worth more than its face value. The 
Government found it difficult to continue their unlimited offer of 
rupees at the long-established rate. There was a keen demand for 
Indian exports, and there were exceptional disbursements to be 
made on behalf of the British Government. Internal currency 
had to be in some way provided, and it could no longer be provided 
•on the old terms. Confronted with these difficulties, the authorities 
allowed the rupee, so long anchored at Is. 4rZ., to break loose from 
its moorings and follow the course of silver prices. The rate of 
exchange accordingly rose rapidly until it reached 2s. 4 d. (sterling) 
in December, 1919. 

7. The Babington-Smith Committee was appointed in May, 
1919, when the rate was Is. 8 d., “ to examine the effect of the 
War on the Indian Exchange and Currency system and practice. 

to consider whether, in the light of this experience 
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and of possible future variations in the price of silver, modifications 
of system or practice may be required to make recommendations 
as to .... the policy that should be pursued with a view to 
meeting the requirements of trade, to maintaining a satisfactory 
monetary circulation, and* to ensuring a stable gold exchange 
standard.” These terms of reference precluded the Committee 
from considering alternative standards of currency. The Com- 
mittee accordinglv directed its attention to the re-establishment of 
stability under the then existing exchange standard, a stability 
which had suddenly been overthrown by the unprecedented rise 
in the price of silyer and by the divorce of sterling from gold. 
Taking into account the high range of silver prices and the im- 
portance of safeguarding the token character of the rupee they 
recommended the stabilisation of exchange at 2s. (gold). They 
further recommended that during periods of exchange weakness, the 
Government of India should be authorised to announce, without 
previous reference to the Secretary of State, their readiness to sell 
weekly a stated amount of reverse councils. 

8. These recommendations were accepted by the Secretary of 
State. The publication of the Report, in February, 1920, coin- 
cided with a keen demand for remittances to London, and steps 
were at once taken to maintain the new exchange rate of 2s. gold 
recommended by the Committee by the offer of reverse councils at 
a rate founded on that ratio, allowance being made for the depre- 
ciation of sterling in terms of gold, as shown by the doHar-sterHng 
exchange. The rates for reverse councils offered by the Govern- 
ment thus varied from 2s. 3f -§d. (sterling) to 2s. 10§-f ^ (sterling). 
By the Indian Coinage Amendment Act (Act XXXVI of 1920) the 
sovereign was made legal tender at Rs. 10. The attempt to hold 
the rate at 2s. gold was not successful ; and the Government there- 
upon tried, with effect from the weekly sale on the 24th June, 1920, 
to maintain it at 2s. sterling. This attempt also** failed, and was 
abandoned on the 28th September. The Government of India at 
this period were unable to contract currency in India at the pace 
at which world prices were falling. . All they could do was to avoid 
further inflation and to effect some measure of contraction. This 
was insufficient to arrest the falling tide of exchange, which early 
in 1921 fell below th§ low level of Is. 3 d. sterling and Is. gold. 
The 2s. ratio, passed in 1920, remained on the statute-book, and was 
ineffective for purposes of tender of gold to the currency office. 
By January, 1923, the tide had definitely turned; exchange 
recovered to Is. 4 d. sterling, and showed a general tendency to 
move upward. It reached the level of Is. 6 d. sterling in October 
1924, at which time it was equivalent to about Is. 4 d. gold. From 
that time till March 1926, the upward tendency of exchange con- 
tinued, but it was prevented from rising above Is. 6 d. by free 
purchases of sterling on the part of Government. Meanwhile 
sterling was restored to parity with gold about the middle of 1925 
and during the 12 months which have since elapsed the rupee has 
been in the neighbourhood of Is. 6 d. gold. 
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• 9. Such, are the salient features in the history of Indian-' 
currency to which attention is necessary in order clearly to- 
apprehend the present, and reasonably to plan for the future. Our 
task is to examine whether any modifications are desirable in the 
conditions and practice which have come into being* as a result of' 
that process of gradual evolution which has been briefly described. 
For this purpose we must analyse the existing state of affairs both 
in its economic aspect, which is that of the standard of currency, 
and in its administrative aspect, which is that of the authority to 
control the currency. The object of the analysis is to determine 
the advantages of the existing system and its defects. When its 
characteristics have thus been distinguished we shall deal with the 
various remedies that might be applied for the removal of the 
defects, and we shall explain in full the proposals which we make 
for that purpose. In a further section of the report we shall deal 
with the question of the rate at which the rupee should be stabilised. 

Til© Existing System. 

10. At the present time Indian currency consists of two kinds 
of token, paper notes and silver rupees, which are mutually con- 
vertible. The paper note is in form a promise by the Government 
of India to pay to the bearer on demand a specified number of 
rupees. The rupee is a silver coin 180 grains in weight and eleven- 
twelfths fine. In addition to these two kinds of token, the sovereign 
is by statute legal tender for Rs. 10, and the Government is under 
an obligation to pay Es. 10, when sovereigns are presented for 
encashment. As, however, the price of gold is considerably above 
this parity, the sovereign has disappeared from circulation and is 
not issued by or tendered to Government. 

11. The value of both forms of token currency in relation to 
sterling is at present being maintained between the gold points 
corresponding to a gold parity of Is. 6 d. !N"o obligation has been 
assumed, but the Government as currency authority have freely 
purchased sterling when the rate has stood at Is. 6 T |d., and recently, 
in April, 1926, authorised the Imperial Bank, to make an offer on 
their behalf to sell sterling at Is. 5f d. The stability of the gold 
value of the rupee is thus based upon nothing more substantial 
than a policy of the Government, and at present that policy can be 
found defined in no notification or undertaking by the Government. 
It has to be implied from the acts of the Government in relation 
to the currency, and those acts are subject to no statutory regulation 
or control. 

Reserves. 

12. For the purpose of maintaining the value of the token cur- 
rency, the Government of India hold two reserves — the Paper 
Currency Reserve and the Gold Standard Reserve. The former 
is composed of the proceeds of the note issue and is held as a back- 
ing against the notes in circulation ; the latter has been accumulated, 
from the profits of the coinage of silver rupees and is designed. 
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primarily to maintain tlie external value of those coins. The per- 
manent constitution of the Paper Currency Reserve provides for a 
holding of gold and silver metallic reserves of not less than 50 
per cent, of the total note circulation, and for the balance to be held 
in rupee and sterling securities. These permanent provisions have 
not yet become operative, and in the meanwhile the reserve is 
governed by transitory provisions under which the fiduciary portion 
is limited to a maximum of 100 crores of rupees, and the balance of 
the reserve is held in gold and silver coin and bullion. The actual 
constitution of this reserve on the 30th April, 1926,+ was as 
follows : - — 

Rs. Crores. 

Silver coin . . . . . . . . . 77‘0 

Silver bullion . . . ... . . 7‘7 

Gold coin and bullion . . . . ... 22*3* 

Rupee securities . . . . . . . 57' 1 

Sterling securities . . . . . . 21-0* 


185-1 


The Gold Standard Reserve at present amounts to <£40,000,000. 
It is invested in British Treasury bills and other sterling securities. 

Up till April, 1923, the interest on the investments in the Gold 
Standard Reserve was allocated to the purpose of strengthening 
the reserves. But since April, 1923, the interest has been credited 
to the revenues of the Government. Similarly, though the Paper 
Currency Act of 1920 provided that the interest derived from the 
securities in the Paper Currency Reserve should he applied to thd 
strengthening of the reserves, this provision has never been put 
into operation. 

? 

Functions of Reserves. 

13. There is no clear line of demarcation between the purposes 
for which the two reserves are respectively utilised, and a certain 
amount of overlapping is unavoidable owing to the interchange- 
ability of rupees and notes. Thus, though the original function of 
the Paper Currency Reserve was to provide for the convertibility 
of notes into rupees, this function became of necessity supplemented 
by that of maintaining the external value of the notes. On the 
other hand, while the original function of the Gold Standard 
ReseJwe was to maintain the external value of the silver rupee, its 
use operates to some extent in maintenance of the external value 
of the notes. 

14. The maintenance, of the convertibility of the note into 
silver rupees of the present fineness is only possible so long as the 
price of silver remains at such a figure that the bullion value of 

+ Throughout the Report the references to the constitution of the Reserve 
are based upon the figures of 30th April 1026. There has been some variation 
since that date. 

* Converted at the statutory rate of 2s. per rupee. 
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the rupee is not higher than its exchange value : that is, at the 
existing exchange value, the system would be upset if the price 
of silver were to rise above 48<£. per standard ounce. 

15. The efficiency of the reserves for the stabilisation of the 
external value of the rupee depends upon their maintenance at 
an adequate size, and upon their use in an effective manner. In 
principle they must be big enough to enable the currency authority 
to discharge the obligation to sell sterling to any amount required 
in return for notes and rupees, they must be used for that purpose 
promptly and without condition, and the sales must be accompanied 
by an equivalent contraction of domestic currency . In the Indian 
system these principles have not at all times been clearly recog- 
nised, and they are not now, and never have been, adequately 
supported and enforced by statutory provisions. There is no pro- 
vision as to any organic relation between the total volume of token 
currency and the amount of the reserves. So far as the note issue 
is concerned, the statutes provide for no minimum percentage of 
gold or sterling securities being held in the reserve as cover against 
the notes. Nor is there any such fixed relation in regard to the 
other form of token currency — the silver rupees. The amount of 
the Gold Standard Reserve and the time and manner of its use are 
wholly within the discretion of the Government. The Gold 
Standard Reserve being built out of the profits of coinage, the 
amount actually carried to the reserve depends on the price at 
which the silver is purchased and not upon the liabilities outstand- 
ing. Any estimate of the amount of the outstanding rupee circula- 
tion is largely conjectural; it may be estimatedt at 350 to 400 
crores, against which the reserve held at present is only 53^ crores*. 
It is true that a portion of the reserve against the silver rupee is 
carried in the coin itself (in the shape of its bullion value) but, it 
is admittedly difficult to make any immediate use of the metallic 
contents of the silver rupees at tbe time when those rupees are 
seeking conversion into sterling. 

16. The automatic working of the exchange standard is thus 
not adequately provided for in India, and never has been. The 
fundamental basis of such a standard is provision for the expansion 
and contraction of the volume of currency. As the reserve rises 
or falls with a favourable or an adverse balance of trade, the 
currency must he automatically expanded or contracted, and the 
adjustment between internal and world prices maintained. 
Tinder the Indian system, contraction is not, and never has been, 
automatic. On occasions the obligation to buy sterling exchange 
has been discharged by the Government without any correspond- 
ing expansion of domestic currency: the purchases have in the 
first instance been made against Treasury balances and the currency 
expansion has been left to he effected subsequently at the discretion 
of the Government. More serious has been the absence of contrac- 
tion on occasions when the currency authority has had to sell 

t As to this estimate, see further para. 123 below. 

* Converted at Is. 6a. per rupee. 
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sterling exchange. The following table (prepared by the Controller 
of the Currency) shows how far the sales of reverse bills in the 
past have been accompanied by contraction of currency : — 

Rupees Amount ol 




Amount 

received for 

contraction 

Years. 


of reverses sold, reverses sold. 

effected. 



£ 

Rs. Lakhs. 

Rs. Lakhs. 

1907— 8— 9 


. 8,058,000 

12,16 

12,16 

1909—10 

• 

156,000 

24 

Nil. 

1914r— IS 

• 

. 8,707,000 

13,16 

1,05 

1915—16 

• 

. 4,893,000 

7,38 

34 

1918—19 

. 

. 5,316,000 

7,08 

Nil. 

1919—20—21 


. 55,532,000 

47,14 

34,68 


17. The action of Government in avoiding the full compensa- 
tory contraction on these occasions was no doubt due to some extent 
to fear that the monetary stringency which would have resulted 
from a full contraction would have dislocated business. There 
were, moreover, factors at work in 1920, — such as revenue deficits 
and a large amount of maturing debt — which made it then difficult 
to enforce greater contraction. However that may be, it is clear 
that on such occasions the exchange standard was not being applied, 
and possibly could not have been applied, in a normal manner. 
There was nothing in the Indian system to enforce such an appli- 
cation. In 1920 the consequences were disastrous. There must 
ever be danger of such disaster under a system which does not 
automatically enforce contraction' of internal currency concurrently 
with the depletion of Reserves 

Elasticity. 

18. In a well-regulated system of currency, the volume of 
currency should vary freely in response to the varying require- 
ments of trade. In India there is a seasonal variation due to the 
requirements for financing the movement of crops. In order to 
provide for them, the currency authority is allowed by statute to 
issue currency notes up to a maximum limit (at present amount- 
ing to Rs. 12 crores) against hundis or internal bills of exchange. 
This provision has had beneficial effects in practice, but it is not 
in our opinion incapable of development and improvement in con- 
nection with a reorganisation of the bases of Indian currency. 
Any such provision depends for its proper operation on a plentiful 
^supply of genuine trade bills. But in India, for a variety of 
reasons, most of the internal trade is financed by a system of cash 
credits or by the advance of money against demand promissory 
notes. It has, therefore, been found difficult to secure an adequate 
volume of bills as cover against the seasonal increase. As a result, 
the currency authority has on occasions been forced to provide for 
the needed elasticity by regulating its holding of sterling securities 
In the Reserve. 
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19- A wen-regulated system should also provide for a measure 
«of elasticity in the expansion of currency in case of great financial 
crisis, when the need for additional cash for the support of credit 
is urgent. In such case it is necessary to provide for an emer- 
gency issue of currency on special terms. The Indian system 
makes no express provision of the sort. 


Control of Currency and Credit. 

20. A description of the present state of affairs and an account 
<j‘f its defects would be incomplete without a reference to the subject 
■•of co-ordination of control of currency and credit. India is perhaps 
the only country, among the great trading countries of the world, 
lin which the Government exercises direct control over currency 
In general and over the note issue in particular. The banking and 
. currency .reserves of the country are thus separated, which 
diminis'hes their capacity to effect their specific purpose of stabili- 
sation in the most economical and efficient manner. In other 
countries this is effected by concentrating these reserves at a Cen- 
tral Bank. Moreover, Government control of currency results in a 
*dual control of monetary policy. The Government controls the 
currency. The credit situation is controlled, as far as it is con- 
;trolled.at all, by the Imperial Bank. With divided control, there 
is likelihood of divided counsels and failure to co-ordinate. In 
fact, difficulties have arisen owing to the existence of two distinct 
: authorities controlling currency and credit. The only certain way 
to secure co-ordination is to concentrate the controls in one hand. 
.In other . countries the single controlling hand is that of a Central 
.Bank. 


A Summary. 

'•‘21. To 'summarise the present state of affairs and its defects: — 

(1) The -system as far from simple, and the basis of the stability 
*of the rupee is not readily intelligible to the uninstructed public. 
‘The currency consists of two tokens in circulation, with the un- 
necessary excrescence of a third full-value coin which does not 
-circulate at all. One form of token currency (into which there is 
an unlimited obligation to convert the other) is highly expensive, 
• an il is liable to vanish if the price of silver rises above a certain 
level. 

(2) There is a cumbrous duplication of reserves, with an anti- 
quated, and dangerous, division of responsibility for the control of 
-credit and currency policy. 

(3) The system does not secure the automatic expansion and 
-contraction of currency. Snch movements are too wholly dependent 
..on the will of the currency authority. 

(4) The system is inelastic. The utility of the provision for 
-elasticity made on the recommendation of the Babington-Smith 
Committee is affected by the methods of financing Indian trade. 

cttruencx m 



Essential Requirements. 

22. In consequence of these defects the system has not the con- 
fidence of the public. Some of the lack of confidence is the result, 
of an exaggerated idea as to the extent to which any system of 
currency can be made to work automatically and independently 
of expert control. But when allowance has been made for all mis- 
understandings and misapprehensions, the fact remains that a large 
measure of distrust in the present system is justified by its imper- 
fections. We recognise the skill with which successive generations 
of officers of Government have developed a system of currency in ; 
India, and the fidelity with which they have administered it: . 
Brora 1898 to 1914 the exchange standard worked on the whole - 
ujell in practice, except for certain failures of co-ordination due to- 
the division of function between the Government of India and the 
India Office. But the evolution of the Indian economic system! 
has now reached a stage when her currency can and should be- 
placed upon a more simple, certain, and stable basis. A substan- 
tial measure of stability has been attained in the past. But cer- - 
tainty and simplicity have been lacking ; and for a system of cur- 
rency under Indian conditions and for the Indian people these two • 
last qualities are as vitally necessary as the first. ‘Without 
certainty and simplicity in the system, there will never in India; 
be confidence in the stability of the currency, and without con- 
fidence in the stability of the currency, the uninstructed 
public will never be weaned from those uneconomic habits of 
hoarding and that disinclination to investment which are now the* 
worst obstacles to the progress of the nation. 


Alternative Proposals for Reform. 

23. After exhaustive inquiry we have found that the possible- 
methods by which the defects in the present system might be- 
remedied may be reduced to three. These are : — 

( i ) the perfection of the sterling exchange standard, 

(ii) the adoption of a gold exchange standard, and 

(iii) the adoption of a gold standard proper, with or with- 
out a gold currency. 

Sterling Exchange Standard. 

24. We shall first consider the possibility of a perfected ster- 
ling exchange standard. The main defects in the existing system, 
might be remedied by the following provisions : — 

(a) the Gold Standard Reserve and the Paper Currency- 
Reserve might he amalgamated and reconstituted by statute- 
as a single currency reserve under the control of one currency 
authority; 

(b) the currency authority might be required by statute to* 
sell rupees for sterling without limit at the upper- gold point. 
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of a fixed parity and similarly to sell sterling for rupees at the 
lower gold point of tlie same fixed parity. 

25. By an appropriate structure built on tbis foundation, the 
Indian system might be developed into a perfected sterling exchange 
standard, both automatic and elastic in its contraction and 
expansion, and efficient to secure stability. Such a system would 
involve the least possible holding of metallic reserves, and would 
also be the most economical from the standpoint of the Indian 
•taxpayer. But the system would have grave defects. The silver 
•currency would still be subject to the threat implied in a rise in 
the price, of silver. Were sterling once more to be divorced from 
gold,, the rupee, being linked to sterling, would suffer a similar 
(divorce. Should sterling become beavily depreciated, Indian 

5 >rices would have to follow sterling prices to whatever heights the 
after might soar or, in the alternative, India would have to absorb 
..some portion of such rise by raising her exchange. India has 
had experience of both these alternatives and the evils result- 
ing from them are fresh in her memory. We do not indeed regal'd 
the possibility of sterling again becoming divorced from gold as 
■of much practical likelihood : it is unlikely to happen except in 
a world- wide catastrophe that would upset almost all currency 
■systems. Nevertheless there is here a danger to he guarded 
.-against, which is real, however remote. There is undoubted 
-disadvantage for India in dependence on the currency of a single 
(Country, however stable and firmly linked to gold. For these 
.reasons, were the standard of India to be an exchange standard, 
; it should undoubtedly be a gold exchange standard, and not a 
.sterling exchange standard. 

26. A gold exchange standard could be secured by providing 
ifchat the currency authority, instead of undertaking to buy ana 
~sell sterling, should undertake an obligation to buy and sell, at 
the upper and lower gold points respectively and to unlimited 
amounts, the currencies of any of the principal foreign countries 
.with a gold standard. 

27. In .this case the rupee is not, in theory, directly stabilised 
in relation to gold. When the obligation is undertaken to buy 
and sell the {currencies of the leading gold standard countries, the 
value of the umpee may even then vary in relation to gold if the 
-Currencies of ml those countries cease to maintain that relation. 
In practice, the improbability of such an event is extreme, and on 
this basis the stability of the rupee in relation to gold would he 
-practically secured. 

. 2S. The imposition of a statutory obligation linking the rupee 
'to the currency of more than one gold standard country, together 
• with the other 'improvements suggested in the preceding paragraphs 
rrelating to the sterling exchange standard, would give to India a 
(currency system which would have decided advantages in eompari- 

m 2 
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son with the present system. The internal currency would be~ 
convertible into international currency at the will of the holders - 
and the rupee would thereby be stabilized; the reserves would be- 
simp lifted ; the parity with gold would be established by statute ; 
and the system would be as automatic as, and no more subject to- 
manipulation than, the systems of the United States of America cr- 
Great Britain. 

Objections to a Gold Exchange Standard. 

29. There would still however be serious defects in the system.. 
The danger would still impend that the silver rupee would vanish 
as soon as the price of silver rose above the melting point of the- 
coin. Were that to happen, it would be necessary to stop the- 
coinage of the silver rupee of the present fineness and weight and. 
to replace it by small notes and coins of nickel or of less silver 
content. Under any exchange standard the note is internally con- 
vertible into silver rupees only and not into gold, and as long as- 
that is the case, both of the courses referred to are open to such 
strong objections as to be practically impossible. The status of the- 
rupee must not be adversely affected unless there is something better, 
to take its place. 

30. This defect, serious as it is from a technical aspect, is notr 
the only or indeed the chief defect which leads us to the conclusion » 
that a gold exchange standard is not the best for India under 
present conditions. The chief defect is that although it secures- 
stability, it has not the simplicity which is essential to secure the* 
confidence of public opinion for any currency system under present 
conditions in India. The mechanism of an exchange standard is- 
refined. Some knowledge of economics is necessary to understand' 
it. The right of convertibility upon which its stability is based is- 
one of no direct concern to the general public, and it is unintelli- 
gible to the majority. The uninstructed stee nothing tangible- 
behind the taken currency to assure its value. These characteristics, . 
inherent in an exchange standard, make it unsuitable to the needs- 
of a vast community or collection of communities, the various mem- 
bers of which are of all degrees of education, and indeed of all 
stages of civilisation. It is impossible also to ignore that for 
historical reasons, into which it is unnecessary to enter, there is a 
large body of public opinion in India that is suspicious of the- 
mechanism of an exchange standard. It is convinced that this 
mechanism can be manipulated and it fears that it may be mani- 
pulated in a manner inconsistent with Indian interests. We- 
believe ourselves that this fear is groundless, and further, as we- 
have stated already, that a pure exchange standard is no more and 
no less liable to manipulation than a gold standard ; but that is not 
the opinion of the Indian public, and it is essential that whatever 
system of currency is adopted should be one that is capable of 
securing the confidence of Indian public opinion, after experience- 
of its working. 
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31. The basic right of convertibility that- supports an exchange 
standard is too abstract for the present conditions in India : the 
backing which it supplies for the token currency is too intangible 
and invisible. W ithout some backing more certain, simple, and 
solid, confidence in the stability of the currency will grow more 
slowly than it should, if it grows at all, and progress in the habits 
of banking and investment will be delayed. A. backing more 
certain, simple, and solid must be provided, nor can there be any 
doubt as to the best means of providing it. In the present state 
of its development Indian public opinion will have confidence in 
one thing only as solid enough for a backing for its currency, and 
that is gold. It requires some link that is real, and not only real 
but conspicuously visible, between the currency of the country and 
gold. 

32. We are thus led to the conclusion that since a gold exchange 
standard cannot provide an efficient remedy for the defects of the 
existing system of Indian currency, to remedy those defects and 
to fortify popular confidence in the currency it is necessary to 
establish on a sure basis not only the external, but also the internal, 
convertibility of the token currency of the country into metallic 
gold. 


A Proposed Selieme for a G-old Currency. 

33. We will now consider the principal scheme for a gold 
standard and gold currency for India that was placed before us 
in evidence. We refer to the scheme set out in the memoranda 
and evidence of the officials of the Finance Department of the 
Government of India.* Under this scheme the silver rupee would 
cease to be legal tender, except for small amounts, after a period 
duiung which it would have been convertible into gold currency, 
Tbe scheme would involve the attraction to India; of a large 
additional amount of gold, required for currency and the conversion 
of hoards. It would also involve the sale of an amount of redundant 
silver equal to about thrice the world’s production for a year. A 
summary of the scheme is contained in an annexe t to this Report. 

34. The chief objects of the. scheme are: 

(а) To eliminate the threat to the currency inherent in the 
possibility of a rise in the price of silver by dethroning the 
rupee from its position as a standard coin of unlimited legal 
tender, and thus also to enable the constitution of the reserves 
to be simplified by eliminating the silver therefrom : and 

(б) To cure the uneconomic habit of the people of holding 
the precious metals as a store of value, by assuring them, 
through the instrumentality of a gold currency, that the same 
measure which they mete out, in gold value, by way of invest- 
ment or deposit with a hank, will he meted to them again, in 
gold value. 


* Appendices, Nos. 5 to 7. 


t See page 410. 
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Criticism of the Scheme. 

35. The points for consideration in connection with this scheme 
are : 

(i) the effect of the absorption by India of about £103 million 
of gold (in addition to normal absorption for the arts, hoards, 
etc.) on the supplies of credit, the rates of interest, and gold 
prices, throughout the world : 

(ii) the reliability of the estimates as to the amount of gold 
to be required and the time at which it would be required and 
the effect of any miscalculation under these heads on the 
Indian monetary situation : 

(iii) the effect of the scheme on the silver market of the 
world and the amount which would be 1 realised for the surplus 
silver : 

(iv) the effect of the proposals as to silver on the favourite 
store of value of the masses of the Indian population : 

(v) the effect on India of the probable reaction of these pro- 
posals on other silver-using countries, and especially on China; 
and 

(vi) the possibility of British and American co-operation in 
the matter of raising credits for the carrying through of the 
plan, 

(i) Effect of India’s additional demand for gold . 

36- As regards the future of the gold market divergent opinions 
have been expressed, and we have not found it possible to arrive 
at any definite conclusion as to the future relation between supply 
and demand. But the evidence which we have received, and in 
particular that from Professor Gustav Cassel and Mr. Joseph 
Kit chin, has convinced us that it would be most imprudent not to 
take into account the possibility, indeed the probability, that unless 
great economy is exercised in the use of gold, both in regard to its 
use as a commodity and its use as money, we have to look forward 
to a prolonged period of steadily falling commodity prices 
throughout the world. 

37. In this connection it is necessary to take account of the 
requirements of various European and other countries whose 
financial equilibrium has been disturbed to a greater or less extent 
in consequence of the War. These countries are now trying to 
•climb back gradually to the gold standard or the gold exchange 
standard. This aim requires for its fulfilment that there should 
be a certain amount of free gold available each year. Though 
signs are not wanting of a spirit of co-operation among the Central 
Banks towards effecting considerable economies in the international 
use of gold, there can be no doubt that a large extra demand from 
India would cause increased competition for gold among the 
countries of the world and lead to a substantial fall in gold prices 
and a substantial curtailment of credit. In their reaction on 
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; India as one unit in the world’s trade system, a fall in gold prices 
and a curtailment of credit would on balance be unfavourable. 

38. It has been suggested that the United States of America 
at pi*esent holds a far larger stock of gold than is required for 
monetary purposes, and that it would be an advantage to America 
and to the world generally if some of this redundant gold were 
to. be absorbed by India. The authoritative evidence which we 
have received from the United States does not confirm this sugges- 
tion. We have been told that during last year the United States 
of America parted with about $134 million of gold, and that the 
residuum of free gold available is not in excess of the probable 
requirements of other countries for purposes of reconstruction. 
Bearing in mind these requirements, and also the internal absorp- 
tion of gold for the growing needs of 'the United States itself, we 
consider that the stock of “ free ” gold in Am erica cannot be- 
regarded as superfluous and will probably be absorbed in a com- 
paratively short time. 


(ii) Uncertainty of the estimates of the amount and time, of 

gold demand. 

39. There is an element of uncertainty involved in the estimate 
of the amount of gold required for giving effect to the scheme, and 1 
it is impossible to be sure that the additional demand for gold could 
be spread over the period of 10 years. 

40. Sufficient weight has not been given to the possibility of the 
replacement, as the result of the scheme, of a part of the note 
circulation by gold. If a high valued gold coin is introduced, the 
alternative pf carrying a few gold coins would present some attrac- 
tions and might make people prefer gold coin. In view of India’s 
attitude towards gold, many who have been in the habit of using 
notes because paper is more convenient than silver rupees might 
turn to gold, which would be as convenient as rupees and more 
attractive than notes. 

41. Grold coin is fully valped and the metal has a prestige of its 
own. We anticipate that the decline in the value of silver which 
would result from the proposals of the scheme relating to that 
metal would lead to a loss of confidence by the Indian people in 
the value of silver as a store of savings, and would, to that degree, 
induce an enlarged absorption of gold for non-monetary purposes, 
thus augmenting the gold requirements of the scheme. 

42. It has been urged that if a gold currency is introduced into 
circulation, and if exchange is stabilized, the result would be so 
to increase confidence that gold would come out into circulation or 
come back into banking reserves from its present location in hoards. 
This effect might no doubt be produced by a development of banking 
and investment habits ; but there is no very obvious reason why it 
should be produced by putting gold into circulation . The mere 
act of putting gold into circulation would not in our opinion develop 
the banking and investment habit. 
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43. The scheme involves the reduction of the proportion of gold 
■and sterling securities in the Reserves to gross note circulation, 
during the transitional period, to 30 per cent. That proportion 
is in our opinion too low for safety, especially during a period of 
transition, and the external convertibility of the local currency 
would be seriously jeopardised if the transition to the new system 
should coincide with an unusually bad year for Indian ^ exports. 
An increase in the proportion to a safe level during this period 
would mean an addition to the estimated gold requirements. 

44. It would be imprudent to place much reliance on the anti- 
cipation that the initial demand for gold can be limited to Rs. 50 
crores. As soon as it became known, and it must become known 
at once, that the status of the rupee was threatened, holders would 
probably hasten to get rid of every rupee they could spare, and it is 
quite possible that the conversion of the whole amount of surplus 
rupees might thus have to be effected within a short time after the 
initiation of the scheme. 

45. If the gold requirements should prove to be greater than 
is contemplated in the scheme, or if the absorption could not be 
spread over a period of 10 years but progressed more rapidly, the 
effect would be to intensify the difficulties and to increase the 
expense of the project. Had the control of the currency meanwhile 
been transferred to a bank, such an intensification might involve 
a restriction of credit conditions in a manner and to a degree highly 
detrimental to the country’s economic progress. 

(iii) Effect on the silver market, and 'possibility of realising the 

assumed price. 

46. The proposals as to silver involve even more risk than those 
as to gold and even greater disadvantages. To the extent of about 
two-thirds of the output, silver is not won for its own sake alone 
hut either as a by-product of base metals or in conjunction with 
gold. If a substantial fall in the price of silver were to take place, 
any consequent curtailment of output would hardly affect the base 
metal product at all, would have more (but still little) influence 
on the production from gold ores, and would have its chief effect 
on silver ores only, i.e -, on about one- third of the silver production. 
Even here the effect would be slower and smaller than might at 
first sight be expected, because the fall in price would not affect 
the richer mines, and the poorer mines would struggle to continue 
their production as long as possible. On the other hand, the 
increasing use of notes, not only in Europe but in the Ear East, 
and the increasing resort to nickel and other base metals for sub- 
sidiary coinage, are factors which point to a distinct diminution 
in the demand for silver in future. The future of the silver market 
must at all times be a matter shrouded in obscurity : but, assuming 
no change in the status of the silver rupee, the best working 
hypothesis at present is that the production of silver in the next 
10 years will be sufficient to meet the demand. But if, as contem- 
plated in the scheme, silver were to be dethroned from its present 
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position in India, and if for several years India were to meet her 
own normal demand for silver by melting rupees, we should not be 
surprised to see silver fall much below the level of 24 d. assumed 
in the scheme, especially if, as is not improbable, the action of 
India had the effect of making other silver using countries follow 
suit. 

47. The G-overnment’ s policy in regard to gold would also react 
on the silver position. If the policy of introducing a gold currency 
were adopted, it would, by largely augmenting the already exten- 
sive demand for a metal that threatens to be in increasingly short 
supply, result in further depression of the gold price of silver. 

(iv) Effect on silver hoards. 

48. The people of India have from time immemorial placed 
their trust in silver as the medium of exchange and as their store 
of value. They are deeply interested in the value of silver bullion,, 
and it is contrary to their interests to depreciate it. The present 
proposals would inflict heavy losses on the poorer classes, who have 
put their savings into silver ornaments and who would find their 
stores of value depreciated by perhaps 50 per cent, by the action 
of Government. It might well happen that, when it was seen that 
the price of silver was doomed to fall, there would be a tendency 
to change over from silver to gold in all parts of the world where 
silver is still held in large quantities as a store of value. It is 
proposed, in the scheme, to protect the value of the Indian holdings 
of silver against this inevitable depreciation by an import duty. 
Quite possibly, if it were a very heavy duty, it might protect them 
to some extent. If it did, it would put the Government of India 
under a moral obligation to maintain the price of silver for 
practically all time ; for at the completion of the plan they would 
have sold nearly 700 million ounces of silver to the people at a 
price that was possibly double the world price. In our opinion, 
however, the effort to maintain the domestic price of silver irres- 
pective of world price would probably fail. There has always been 
a considerable trade in silver over the land frontiers of India ; and, 
apart from the difficulties of attempting to exclude a valuable- 
metal from a wide frontier, if people who are accustomed to do* 
that trade were to find that the value of silver in the outside world 
was very much below the value in India, it would probably affect 
confidence in the value of silver in India itself. In the case of' 
an article which, like silver, is largely kept as a store of value, the 
influence of opinion on its value is extremely important. 

(v) Effects on China. 

49. "We have thought it desirable to treat separately the effects* 
of these proposals on China. For a very long time the Chinese 
have been profoundly concerned at the uncertainty of silver as a- 
basis of credit and as a measure of value in China. China is now 
the only great silver standard country. The countries with which 
the bulk of her trade is carried on are all either on the gold 
standard or on the gold exchange standard. The Chinese have for 



a long time been trying to find some means of substituting gold on 
some form of gold standard as tbe basis of their currency. This 
would probably Have been done already but for tbe expense. Tbe 
catastrophic fall in tbe price of silver in terms of gold, which 
would take place on the bare announcement that surplus silver equal 
to the world production for three years was 'for sale, would un- 
doubtedly tend greatly to accelerate the movement in China, and 
might induce her immediately to set about securing the gold needed 

as a basis for instituting some form of gold exchange standard. 

That would in turn magnify the effect which had already been pro- 
duced on silver by the Indian announcement, both by the reduction 
in demand and to some extent by the increased supply of silver 
that might come into the market. Moreover, the adoption of a gold 
standard by China would produce a further new demand on the 
world’s gold supplies, and this demand would tend to appreciate 
gold and thus still further to depress the price of silver.t 

50. The reaction on Chinese trade would be by no means neg- 
ligible. China is the greatest, and perhaps the only great, 
undeveloped market left for the expansion of international trade. 
The effect of the announcement that the Indian Government pro- 
posed selling a large quantity of silver would be immediately to 
throw out of gear the exchange with China and for a time to 
paralyse the growing trade of the world with that country. India, 
apart from her direct trade with China, which is a growing market 
for cotton and cotton goods, could not escape injury from a wide- 
spread dislocation of the kind. 

(vi) liaising of the required credits. 

51. As regards the question of credits, we have had the benefit 
•of the opinion and advice of the authorities best qualified to speak 
on the subject, namely the Governor of the Bank of England and 
the Governor of the Federal Reserve Bank of Hew York. This is 
a matter in which Great Britain wonld not be able to act alone 
without the co-operation of America. Both authorities view the 
proposal with alarm on the grounds that it would retard the progress 
of monetary reconstruction in Europe, would upset world prices, 
•and would be fundamentally harmful both to India and to the rest 
of the world. The United States is directly interested in the 
proposal through its mining industry, both in silver and in base 
metals. The currency authorities and bankers of the United States, 
with its great and traditional interest in silver, cannot be expected 
to support or encourage a proposal which would deal such a blow 
to the silver market as. the addition to supplies of thrice the whole 
of the world’s production for a year. In these circumstances it 
appears that insuperable difficulties would be encountered in 
obtaining the necessary credits. 

It must he pointed out that, before adopting this proposal, or 
any other proposal for the introduction of a gold currency into 
India, the authorities responsible for the scheme must be certain 
beyond the possibility of doubt that they can carry the scheme 
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successfully through. For that purpose, they must be absolutely 
assured that they can. obtain the amount of gold required. The 
evidence ■which we have received prevents any such assurance. In 
view of that evidence, we are confident that those responsible for 
the scheme under consideration would be the first to recognise that 
the external conditions which are essential for the success of the 
scheme at the present time are not fulfilled. 

Cost of the scheme. 

52. Before concluding this section we must refer to the estimates 
of the cost of the scheme. Mr. Denning puts the cost at 1*65 crores 
per annum during the first five years and I' 12 crores thereafter. 
Sir Basil Blackett, by providing for a smaller holding of gold, 
would reduce the estimate to about two-thirds of a crore after the 
transitional period. These estimates are based on a proportion of 
30 per cent, gold and gold securities in the Reserve during the 
transition period, a figure which we have already criticized as 
unsafe. Moreover, these estimates take credit for the income to be 
derived from the conversion of redundant rupees into interest 
bearing securities. This income would become available ultimately 
whether the scheme were adopted or not. Mr. Eisch, after 
eliminating this credit, considers that, even on the basis of a 30 
per cent, proportion, the permanent loss to India as the result of 
the adoption of the scheme, to which he is strongly opposed, can 
scarcely fall short of 3 crores a year, besides an indefinite and 
incalculable amount depending on the extent to which the promo- 
tion of a gold circulation checks the future natural growth of the 
note issue. We have not attempted to recast any of these estimates 
on an arithmetical basis because we feel that from the nature of the 
case they must be largely conjectural and would be liable to be 
greatly exceeded owing to various causes which have been referred 
to above. All that is certain is that there is expense involved, and 
that it must be substantial. 

Unacceptability of t!b.e Scheme. 

53. For all these reasons, the scheme fails to commend itself to 
us. In our opinion hoth the objects which the scheme has in view 
can be attained without any of the risks and disadvantages attendant 
on the scheme itself. Indeed, all that is claimed for it, in com- 
parison with other proposals, is that it would attain the object of 
educating the Indian people in the habits of banking and invest- 
ment, and out of the Kabit of hoarding, more speedily than any 
other scheme. As already indicated in paragraph 42, we do not 
think it would do so. The habit of hoarding the precious metals 
became ingrained in India through centuries of war and rapine, 
and has persisted under British riile in spite of security of property 
and the introduction of improved currency and banking facilities. 
There are welcome signs that the deep-seated habit is beginning 
to yield , to these influences, but we see no reason to believe that 
the*^ introduction of a gold currency would accelerate the process. 
Even if it would do so, it seems to us that the acceleration would 
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be gamed at the cost of risks far too great to be justified. "We 
may conjecture that the authors of the scheme would come to the 
same conclusion, after studying the evidence that we have received 
from the United States. Sir Basil Blackett comes to meet such a 
decision when, in the last paragraph of his memorandum, he says : 

If the effect of a decision to attempt the change to gold in India 
is going to be to upset the gold standard in the United States or 
in Europe, India has clearly nothing to gain by the attempt.” 
In our opinion, the attempt would be very likely to have the 
consequence to which he refers. It can only be accomplished at 
the cost of insecurity to those countries which have restored their 
monetary standards, and at the risk of delay to those countries 
which are now seeking with reasonable promise to do so, and this 
uncertainty and delay are likely to produce higher interest rates, 
business disturbance, and economic depression, with inevitable 
repercussions on the economic well-being and commercial pros- 
perity of India. 

We are unable therefore to recommend this scheme for adop- 
tion; and the reasons, stated above, which have led us to this 
conclusion, would lead us to reject any proposals which involved, 
by the limitation of the right of legal tender attached to the rupee, 
or by the sale of any large quantity of silver, any severe shock to 
the silver market, or whieh required the abrupt attraction to India 
by artificial expedients of any large additional amount of gold for 
circulation as currency. 

II.— A GOLD STANDARD FOR INDIA. 

54. We have already arrived at the conclusion that, in order 
to secure public confidence in India, the currency of the country 
must be linked with gold in a manner that is real and conspicuously 
visible, or, in other words, that it is necessary to establish a true 
gold standard. It should be understood that this does not neces- 
sarily imply a gold currency. It is possible to have a true gold 
standard under which the currency is based on gold both in reality 
and in a manner that is conspicuously visible, without putting gold 
into circulation. Having stated our reasons for rejecting the 
principal proposal for a gold standard with a gold currency that 
has been suggested to us, we proceed to deal with the method for 
the establishment of the gold standard which we recommend for 
adoption. The essence of the proposal which we proceed to develop 
is that the ordinary medium of circulation in India should remain 
as at present the currency note and the silver rupee, and that the 
stability of the currency in terms of gold should be secured by 
making the currency directly convertible into gold for all purposes, 
but that gold should not circulate as money. It must not circulate 
at first, and it need not circulate ever. 

Gtold in Circulation. 

55. The economic reasons against putting gold into circulation 
are simple and clear. If the gold in the reserve is transferred to 
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~the. circulation, the structure of credit that can "be built on that 
preserve is pro tanto reduced. The greater the proportion of gold 
in circulation, the less the elasticity of the currency system. In 
a system that consists solely of gold coins, there can be no elasticity 
; as the currency can only be increased by taking payment in gold 
for the balance of exports over imports and it can be decreased by 
the contrary process only. In short, the less the gold in circula- 
tion, the more will be the gold in the reserves and the greater, the 
-elasticity of the structure of credit that can be built thereon. 
Gold in circulation is of uncertain value for the support of 
exchange. In the words of the Chamberlain Commission’s report, 
so long as the public have the option of making payments in 
tokens or in gold, it is the surplus tokens and not the gold in 
. circulation which will seek an outlet at a time of weak exchange.” 

56. The chief reason that has been advanced for the introduc- 
tion of a gold currency is that it will give the people confidence in 
in the stability of their currency. ~We incline to the opinion that 
the scheme which we outline below will do so much to establish 
confidence in the stability of the currency that whatever more 
would be gained in that direction by proceeding to put gold into 
circulation would not be worth the expense, the loss of elasticity, 
and the other serious disturbances which are likely to follow. It 
is agreed by many who advocate the introduction of a gold currency 
that a token currency of notes inconvertible for internal purposes 
is the ideal end towards which India should work. The scheme 
outlined below carries India very far along the road towards that 
end, and to add to it at some future time a gold currency would 
seem to us a useless return along a part .of the road already traversed 
by the introduction of this system. It should, moreover, be 
observed that this scheme has the advantage of setting up almost 
immediately a full gold standard whereas all other schemes put 
forward contemplate a postponement of this desirable condition for 

. a decade or more. 

57. Nevertheless, it should be recognised that the scheme which 
we recommend is equally appropriate, whether or not it be held 
that the gold standard should ultimately be supplemented by a 
gold currency, at some future time. Supposing that it be held 
that a gold currency should ultimately be introduced, there is, 
•nevertheless, general agreement that it cannot be introduced at 
once. (The scheme referred to in paragraph 33 above is that 
which provides for its most rapid introduction. "We have given 
reasons for believing that the rapidity of that scheme involves risks 
which ought not to be incurred.) The alternative is to make pro- 
vision for the gradual strengthening of gold reserves in such a 
manner as to avoid disturbance to the world’s gold and silver 
markets (with its inevitable injury to the finances of India and her 
prosperity in trade), whilst incurring the minimum of expense. 

'"The scheme outlined below does contemplate incidentally a gradual 
but substantial strengthening of gold reserves, at the maximum rate, 
r and to the ma-gimnm extent, possible under present conditions 
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without upsetting prices, incurring excessive expenses, or injuring" 
Indian trade by unduly restricting credit. 

It appears to us, in short, that if one desired that a gold 
currency should be introduced, it is thus that one would have to- 
proceed". Our own view is that it would be unwise to contemplate 
the introduction of a gold currency under\ any conditions which we 
can foresee. But while holding that view, we have tried to see- 
the matter from the point of view of those who do want a gold 
currency as soon as it can be had. It then appears to us that tha- 
following proposals open the door for the introduction of a gold 
currency at some future time, as wide as it is now possible to open 
it. They initiate a system which will leave the people of India 
perfectly free to decide, through their legislature, when that future- 
time has come and a gold currency can be introduced without risk, 
whether or not they are prepared to confront its expense, and to- 
disregard its other disadvantages. It is quite possible that when 
that time comes the people of India will no longer wish for a gold" 
currency. The widespread desire for it which was expressed to us 
by so many witnesses in India appeared to be induced to some- 
extent by the idea that gold was the most advanced form of cur- 
rency and that other nations had long denied to India a privilege 
which they enjoyed and highly valued themselves. The war has 
taught Europe to do without gold coins and experience has aroused 
doubts of their utility. In returning to a gold standard the nations- 
do not aim at a return to a gold currency. Great Britain has 
hitherto avoided the reintroduction of gold into circulation. In 
the United - States, gold, which circulates in theory, does not cir- 
culate in practice. Some high authorities have expressed the view" 
that the circulation of gold is beginning to be regarded as a sign 
of a backward civilisation. It may well be that, when India is in 
a position to introduce gold into circulation, she will reject it as 
an obsolete ideal, and will finally close the door which we now 
propose to leave ajar. But that is a matter which w r e have neither 
the desire nor the capacity to forejudge. 

5S. We fully recognise that the system which we recommend' 
will impose upon the Indian currency authority an obligation far 
more serious than has ever been imposed upon it in the? past. The' 
obligation is to convert the currency, not merely into foreign 
exchange, but into metallic gold, and it is an obligation that is 
not, as formerly, conditional and circumscribed, but absolute and' 
unlimited. Nevertheless this obligation does not differ in essentials 
from that which must be undertaken for the maintenance even of a 
sound exchange standard. It has been undertaken by every other 
country that has adopted an effective gold standard : and we have 
satisfied ourselves that the present resources in the form of 
reserves at the disposal of the Government of India are adequate to 
enable the currency authority safely to undertake the obligation, 
with the measures of fortification, and at the time, which we specify 
in our detailed recommendations. 



Tli© Gold Bullion Standard. 

59 . The currency system which we recommend for the present 
meeds of India may be described as a gold bullion standard. We 
propose that an obligation should be imposed by statute on tHe 
currency authority to buy and sell gold without limit at rates 
determined with reference to a fixed gold parity of the rupee but 
in quantities of not less than 400 fine ounces, no limitation being 
imposed as to the purpose for which the gold is reiquired. The 
fulfilment by the currency authority of this obligation will secure 
the stability of the gold value of the rupee, and the stability of 
exchange within the gold points corresponding to the selected 
parity. G-old is thus made the standard of value. The rupee is 
linked to gold and not to sterling or to any other currency or 
group of currencies. 

60. Since gold bars are to be given in exchange for notes or 
silver rupees, not for export only, but for any purpose, this is not 
an exchange standard; it is an absolute gold standard. Never- 
theless the compensatory mechanism of the exchanges is preserved, 
because gold bars are not currency. When gold bars are given by 
the currency authority for notes or rupees, the currency is con- 
tracted, while, on the other hand, when gold bars are given to the 
currency authority for notes or rupees, the currency is expanded. 

61. For the purposes of India this standard fulfils the essential 
condition, that it should be not stable only, but simple and certain. 
It provides the token currency with a right of convertibility that 
is intelligible to the uninstructed, and with a backing that is 
tangible and visible. In short, it has the characteristics necessary 
to inspire confidence in the Indian people, to promote the habits 
of banking and investment, and to discourage the habit of hoarding 
precious metals. The statutory obligation to buy and sell gold for 
rupees without limit at a prescribed parity for the first time in the 
'.history of the rupee will base it on gold firmly and in a manner 
that is conspicuously visible. It establishes the principle that gold 
is the standard of Indian currency at a fixed ratio, and that the 
•currency authority admits it, and must maintain it. 

62. There is no reason to suppose that the obligation to sell gold 
■bars will result in any sudden or substantial drain on the reserves 
for the conversion of rupee hoards. Holders of such hoards can 
convert them into gold at present by buying that metal in the 
■open market; and there is good reason to believe that large quan- 
tities of hoarded rupees have already been converted in this way. 
Since it is not proposed that the rupee should cease to be a legal 
tender, there will be no greater incentive to convert under the 
new system than there is now; and as will be observed from the 
detailed proposals below, it is not intended that gold should be 
given by 'the currency authority at a rate cheaper than the market 
rate. 

63. Apart from the economic loss to India, the existence of a 
larsa volume of currencv in hoards is a formidable obstacle to 

O “ 
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the efficient working of any currency system. As long as the* 
circulating media of the country, whether silver coin or gold coin* 
or notes, are employed for hoarding, the control of the currency 
authority over expansion and contraction of currency must he ■ 
uncertain and there must be a possibility of fluctuation of prices* 
wider than would be the case if all currency served merely the- 
purpose of a medium of exchange. The ebb and flow of currency 
in hoards with its resultant effects on the volume of active monetary 
circulation and consequently on prices introduces an element of 
uncertainty which makes the working of the discount policy by the - 
currency authority very difficult and may stultify its efforts to con- 
trol the money market. The mere substitution in the hoards of one- 
kind of coin for another, both of which are legal tender, is no ? 
remedy at all for this evil. Under the system which we propose, 
that portion of the hoards which is held in the form of gold coin 
will be rendered largely innocuous by the step, which we recom- 
mend below, of withdrawing the legal tender quality of the- 
sovereign and half-sovereign ; while that which is in the form of 
silver will presumably in course of time, be robbed of its latent 
power to disturb internal prices and money rates by being replaced" 

if the process of conversion should continue — by gold bars ; or 

preferably by other more economic forms of saving, such as the* 
gold savings certificates referred to below. Hoards in the form 
of bars cannot be utilised for monetary purposes until they have 
been converted into legal tender money, and such addition to the 
currency can only be made by the currency authority which, will, 
in exceptional circumstances, if the stability of the currency be- 
thereby thx'eatened, be prepared to deal with it through credit" 
control. 


Buying and Selling Rates for Gold. 

64. A sound gold. standard postulates a statutory obligation upon-, 
the currency authority to buy and sell gold at a price equivalent 
to the par value of the monetary unit. This obligation constitutes 
the cardinal condition and compelling force for the maintenance of 
monetary stability in relation to gold, and, through gold, in rela- 
tion to all monetary systems similarly linked to gold or gold 
exchanges. In the case of India there is a difficulty in the wav of' 
imposing on the currency authority an obligation in this simple 
form. India's demand for gold is not confined to monetary pur- 
poses. She has always absorbed gold and will probably continue 
to do so in important amounts for purely social uses. This factor 
has to be taken into account when determining the obligation of the- 
eurrency authority to buy and sell gold. At present India's require- 
ments for these purposes are satisfied by an admirably organised 
bullion, market, which buys gold abroad, mainly through the banks, 
wherever it happens to be cheapest. The gold so bought is sold 
m. India at prices which cover the cost of importing it, and no ■ 
doubt leave a profit to the dealers. If the currency authority 
were compelled tp sell gold at a price exactly corresponding to the*- 
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par value of the rupee, it would at once become tbe cheapest: 
market for gold in India in all ordinary circumstances, for a selling - 
price so determined would take no account of tbe costs of importa- 
tion nor of any deviation in tbe value of tbe currency from its gold. 
parity. Apart from practically destroying tbe wholesale bullion- 
market, tbe currency authority would inevitably become involved! 
in tbe performance of a task which does not properly belong to it.- 
Its primary duty of maintaining tbe value of tbe monetary unit at. 
parity with gold would be made far more difficult, and tbe means, - 
e.g. } the rigorous and continuous contraction of credit, which it 
would have to employ to attract a steady flow of gold into its- 
reserves, so as to enable it to meet the demand for both monetary 
and non-monetary gold, would be highly detrimental to the econo- 
mic progress of the country. It is essential, therefore, that the' 
conditions which are to govern the sale of gold by the currency 
authority should be so framed as to free it in normal circumstances 
from the task of supplying gold for non-monetary purposes. In 
order to achieve this object we propose to fix the selling prices of 
gold at rates which will enable the Bank to replenish its stock of 
gold without loss by importation from London. Thus, when 
exchange is at the upper gold point the selling price for delivery 
at Bombay will be the par value, i.e., Us. 21 as. 3 ps. 10 per tola. 
When exchange is below this point, the Bank will be required to* 
sell gold for delivery in London or Bombay, at the option of the- 
purchaser, at certain notified prices. These prices will be deter- 
mined by the cost at which gold could be respectively purchased 
in London or laid down in Bombay from London when exchange - 
is at the lower gold point. The option to the purchaser on the- 
other hand to buy gold for delivery in London at the prices deter- 
mined leaves the margin between the upper and lower gold points* 
of the exchange as narrow as it could be, having regard to the • 
cost of moving gold to and from its most convenient gold centre. 
The form in which these obligations would be imposed on the- 
Bank is set out in paragraph 150 below, and the method of com- 
putation employed is explained in Schedule 1. 

Removal of the Legal Tender Quality of the Sovereign. 

65. The obligation to sell gold bars for all purposes makes it‘ 
impossible to have any gold coin as legal tender, or to mint gold' 
for the public, unless and until the holding of gold in the reserves 
is big enough to make it possible to accept the obligations implied 
in the introduction of a gold currency, and it is decided that the 
introduction of such a currency is desirable. Otherwise the gold' 
from the reserves might in certain circumstances pass into circu- 
lation without effecting any contraction in the currency and thus 
without fulfilling the essential purpose of securing the compensatory 
effect of the exchanges. 

66. We therefore recommend that the legal tender quality of 
the sovereign and the half-sovereign should be removed. We do 
net apprehend any practical inconvenience from’ this proposal. 



.350 

.Although, these coins are, legal tender under the ; Coinage: Act, they 
Slave, owing to the existence oi the 2s. rate in the statute booh, 
long ceased to function as currency. In this connection it cannot 
.be too clearly emphasised that as the sovereign and half-sovereign 
..are fully valued coins, the cessation of their legal tender character 
.does not involve any diminution in the real value of the coin in 
the country held as a store of value. In any notification which 
may be issued, of the buying price for gold, it should be explained 
•that the price announced means so many rupees per full-weight 
sovereign. 

If the currency be firmly stabilised in relation to gold, and be 
made directly convertible into gold, in accordance with our 
recommendations, we expect, as said, no undesirable consequences 
from the demonetisation of the sovereign, nor do we think that 
there should be any hesitation to sacrifice the shadow of an unneces- 
. sary, and in practice little used, gold coin of legal tender, in order 
to obtain the substance of a real gold standard. For the present, 
for the reasons stated in earlier passages of this' report, a real gold 
standard with a gold currency is unattainable. The choice is 
between a real gold standard without a gold currency, and an ex- 
change standard with an excrescent and unnecessary gold currency, 
which would only serve to disguise from the people of India the 
true basis of the stability of their currency. As between these two, 
every advantage in our opinion lies upon the side of the real gold 
standard that we recommend. 

: Introduction of Savings Certificates Payable in G-old. 

67. The obligation specified in the preceding paragraphs to 
buy gold bars and to sell them in quantities of not less than 400 
■ ounces, can in the beginning- have only an indirect effect upon 
the people at large in establishing confidence in the currency. It 
is the bankers and bullion brokers who, will make direct use of the 
provision. It is desirable, therefore, to find some further and more 
-direct and visible means for bringing it home to the masses that 
gold is the standard of value of the rupee and that the one is con- 
vertible into the other. Such a means might, and we recommend 
that it should, be found in the offer by the Government “ on tap ” 
of savings certificates, redeemable in three or five years, in legal 
tender money or gold at the option of the holder. They might be 
issued in denominations of one tola and integral number of tolas, 

: and sold for legal tender money, rupees and notes, at a price which 
would give the holder an attractive yield in interest. It would 
add to the attractiveness of the certificates if the holder were given 
facilities to obtain payment therefor at any time during their 
currency at a discount reckoned at varying rates according to the 
date of encashment, but until the date of maturity it would be paid 
in legal tender currency and not in gold. Thus gold for delivery 
in three or five years would be sold at a substantial discount in 
relation to. the cash price. As regards the relation between these 
certificates and the amount of the Reserve., the gold standard,. of 
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which this proposal is a useful auxiliary, and which it confirms^ 
does no doubt necessitate a strengthening of the gold holding in. 
the currency reserve, as proposed m paragraph 78 below. 

6S. The fear has been expressed that these certificates would- 
have the undesirable effect of stimulating* in India a fresh de- 
mand for gold. For the following reasons we are not of opinion 
that they would have any such effect. The offer of such certificates* 
shoxild constitute a powerful incentive to investment and a powerful, 
antidote to hoarding. When his certificate matures, the holder of 
the maturing certificate will receive a striking demonstration of the 
advantages of investment and of the solidity of the gold basis of' 
the rupee. It is legitimate to hope that the- certificates will greatly 
assist in an ultimate solution of the problem of India’s hoards. As 
soon as it has been established by experience as a certainty that 
gold is always forthcoming for the certificates on maturity, it is 
to be expected that there will be a gradual replacement of hoards 
by certificates. We should thus be achieving the chief benefit that 
is claimed fox* a gold currency ■without any of the risk, expense 
and inconvenience involved in putting gold into circulation. The 
benefits to be dei*ived from the carrying out of this proposal need 
no emphasis. It will attract stores of wealth, great in the aggre- 
gate, and at present lying* wastefullv inert, to their right function 
of meeting the needs of India for productive capital expenditure-.. 


Convertibility of Notes into Silver Rupees. 

69. The termination of the anomalous provision by which one- 
form of note, the paper note, is convertible by law into another 
form, the silver note-, is an essential step in Indian currency reform 
which must be taken sooner or later. The existence of this obliga- 
tion has in the past placed, and may conceivably again place, the 
currency system of the country completely at the ^ mercy of the 
price of silver. Prudence clearly demands that such a risk, 
however remote, should be provided against if possible*. Moreover, 
it entails keeping in the currency reserve, for purposes of internal 
convertibility, a large stock of silver which for -external purposes 
is of little value. When most needed it is liable to prove incapable 
of realisation. No opportunity for the termination of this obli- 
gatory convertibility is likely to he so favourable as the present, 
when* by making* the notes convertible into gold bars for all pur- 
poses, a more solid right of convertibility is attached to them than 
they have ever had since silver ceased to he- a reliable standard of 
value. The obligation must continue in relation to the present 
currency notes so long as those notes remain in circulation, because 
the Government’s promise to redeem them in rupees must be 
religiously kept. But we recommend that no legal obligation for 
conversion into silver rupees should attach to the new notes, the 
issue of which we propose below. At the same time we think it 
essential to provide facilities for the free exchange of notes for 
rupees so long as the people desire to obtain metallic rupees in 
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^exchange for them. The people of India have for centuries been 
habituated to a metallic currency, and to the use of the rupee as a 
standard coin, and although the one-rupee note has been readily 
accepted in many parts of the country, notably in the jute districts 
■ of Bengal, it would be unwise to attempt to force paper money upon 
the people against their will. Experience has shown that the best 
way to foster the use of currency notes is to establish confidence in 
their practical convertibility, and this confidence has been secured 
not so much by a legal obligation to encash them at currency offices 
as by making rupees readily available to the public at centres where 
there is a demand for them. The public are more concerned with 
•practical facilities of this kind than with legal rights, and if 
these facilities were withdrawn or seriously curtailed, the growth 
-of the note circulation would probably be checked, and the 
popularity of the new notes would be endangered. Eor these 
reasons we propose to make it incumbent on the currency authority 
(subject to the reservation indicated in paragraph 135 below) to 
make rupees and other coin ireely available to the public in such 
-quantities as may be required for circulation. Our recommenda- 
tion implies that the coinage of silver rupees should be stopped for 
a long time to come, until the amount of silver rupees in circula- 
tion is reduced to the amount required for small change. 

70. Since there are at present approximately Us. 85* crores of 
^silver coin and bullion in the reserves and further quantities of 
rupees may be expected to come out of hoard in due course, a long 
period must elapse before there is any possibility of the slightest 
practical difficulty in converting any note that is presented into 
silver rupees. Practically, therefore, the change in the legal 
status of the notes should be quite unfelt, and before the present 
stock of rupees runs low the stabilisation of the rupee in terms of 
gold will have had time to establish confidence in the note issue 
-on a basis too firm to be shaken. 

71. The removal of the legal obligation to convert notes into 
silver coin will, we believe, secure the object t which the scheme for 
the dethronement of the rupee was largely designed to secure. In 
the first place, it enables silver to be eliminated as a predominant 
element from the reserves, which are thereby simplified and placed 
on a sounder basis than they have ever had before. Secondly it 
prepares the way for getting rid of the threat to the currency in- 
herent in the possibility of a rise in the price of silver. To counter 
that threat, one must be in a position to replace silver rupees by 
-•some cheaper form of currency, and one cannot do so as long as the 
rupee is one of the bases of convertibility of the note. When no 
rupees have to be held to secure convertibility of notes, when the 
public have, been made familiar with the use of the one-rupee note 
•as recommended below, and when all forms of internal currency 
'have been firmly based on gold, no insuperable difficulty will arise 

in meeting the situation should the silver rupee, owing to a rise in 

* See first footnote op. page 330. 

t See para. 34 (a). 
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the price of silver above the “ rupee melting point,” disappear 
from circulation. 

Issue of One Rupee Notes. 

72. "We recommend that the currency authority should, con- 
currently with the first issue of notes of the new status, re-introduce 
one-rupee notes, which should be full legal tender and which, like 
other notes of the new status, should not be convertible by law 
into silver rupees. In spite of the fact that the issue of one-rupee 
notes may retard the absorption of the surplus silver rupees now 
in the Reserve, we consider it worth while incurring such retarda- 
tion in order to popularise the use of notes, and to prepare the 
way for dealing with such an emergency as a rise in the price of 
silver above the melting point of the rupee. The alleged compara- 
tive expense of small notes seems a consideration that is negligible 
in comparison with these advantages. We do not recommend the 
re-introduction of 2-J- rupee notes. 

Convertibility of Other Notes into I>egal Tender 

Money. 

73. When the present legal right to obtain silver rupees in 
exchange for notes is withdrawn, it will be necessary to give the 
public a rig‘ht to obtain change for the notes in some other form ; 
and we propose to impose a statutory obligation on the currency 
authority to convert all notes, other than the one-rupee note, 
on demand into legal tender money, i.e., into notes of smaller 
denominations or silver rupees at the option of the currency 
authority. This statutory provision would in form leave it optional 
with the currency authority to determine the form of legal tender 
money to he supplied, but as explained elsewhere we propose to 
ensure that all reasonable demands of the public for metallic 
currency shall be met in practice. 

74. We are wholly opposed to any alteration in the legal tender 
character of the silver rupee. The reasons which have been urged 
for the withdrawal of its legal tender character are overcome, in 
so far as they are valid, by the above provisions. 

Unification of the Paper Currency and tlie Gold 

Standard Reserves. 

75. Experience has shown that it is impossible to discriminate 
scientifically between the purposes for which the Paper Currency 
and Gold Standard Reserves are maintained. As indicated above, 
the Paper Currency Reserve has to he used in some measure to 
support exchange and the Gold Standard Reserve has to he used in 
some measure to secure the external convertibility of the note. But 
at present the further factor of. the legal convertibility of the note 
into internal currency gives a special character to the Paper 
Currency Reserve. With the removal of the latter difficulty by 
our proposals in the preceding paragraphs, the way will be clear 
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for the amalgamation of the two Reserves, a step which will assimi- 
late the Indian system to other currency systems. The combined 
Reserve will then be simpler and more intelligible to the public , 
and can be made more efficient in its working. 

Composition of the Combined Reserve. 

76. We shall discuss our proposals as to the constitution and 
working of the combined Reserve more fully in a later section 
of the Report. We 1 shall refer to them here in a generalised form 
in so far as it is essential to bring out the principles of the proposed 
system. 

77. We propose, in the first place, that the proportions and 
composition of the combined Reserve should be fixed by statute. 
This is a provision essential to any currency system in order to 
secure the automatic expansion and contraction of the currency 
and the compensatory effect of the exchanges, in accordance with 
the needs of the country. The lack of any such provision in the 
case of the Gold Standard Reserve was the chief weakness in the 
pre-war system and was responsible for its more conspicuous 
failures. 

78. We next propose that it should be laid down that gold and 
gold securities should form not less than 40 per cent, of the Reserve. 
In view of the nature and extent of the obligations with regard 
to the provision of gold which we propose should be placed on the 
currency authority, that authority should strive to work to a reserve 
ratio of from 50 to 60 per cent. In the event of the proposed gold 
savings certificates proving a popular form of investment, the 
possible demands for gold by Government for payment of these 
certificates on maturity would no doubt necessitate a further 
strengthening of the gold holding in the Reserve, but to what extent 
experience alone can show. The holding of gold, which now stands 
at about 12'8 per cent., should be raised to 20 per cent, as soon 
as possible, and in any case' in not more than 5 years, and to 25 
per cent, in 10 years, with a minimum of Rs. 30 crores from the 
outset. This would give a minimum of about Rs. 60 crores after 
10 years on the basis of the present circulation. During this period 
no favourable opportunity of fortifying the gold holding in the 
Reserve should be allowed to escape. 

79. This fortification of the Reserve is needed to secure confi- 
dence in the note in view of the new obligations proposed in para- 
graph 59 above and the new status of the note proposed in paragraph 
141. It should be made in any case, whether or not it be held that 
the scheme now proposed should ultimately be supplemented by a 
gold currency. Even if it be held that there should ultimately 
be a gold currency, these provisions ensure that a beginning be 
made with' the accumulation of an additional gold holding with 
the minimum of risk and expense and in such a manner as to cause 
the least possible disturbance to the world’s gold and silver markets, 
with their inevitable repercussions on India and on the finances of 
India. 



50. Silver reserves are ordinarily out of place in a gold standard 
system. But in India, silver coin forms a large proportion of tire 
total circulation. There is a seasonal ebb-and-flow of considerable 
dimensions in this form of currency, and it is necessary to hold a 
considerable quantity of rupees in the Reserve to meet genuine 
demands for purposes of circulation. With the growing use of 
one-rupee notes these demands will, we hope, be reduced. In any 
case th.e present stock of rupees is unduly large. We therefore 
make a reco mm endation (paragraph 145 below), which will have 
the effect of ensuring the gradual reduction of the silver holding 
in the Reserve, during a transitional period of 10 years, from the 
present figure of Rs. 85* crores to Rs. 25 crores, on the basis of 
the present circulation. 

51. We recommend that the balance of the Reserve be held in 
Government of India rupee securities and self -liquidating trade 
bills. Eor reasons which will be explained later, it is desirable to 
limit the holding of Government of India rupee securities to 25 
per cent., of the Reserve, or Rs. 50 crores, whichever is less. 

82. The new Reserve will have to maintain the external con- 
vertibility of a circulation which includes both paper and silver 
tokens. As regards the former, the liability will, of course, be 
equal to the total outstanding note circulation. But in the case 
of the silver rupee such a cent, per cent, backing is neither possible 
nor desirable. There is obviously an irreducible minimum below 
which the rupee circulation cannot fall, if the business of the 
country is to be carried on. Moreover, even of that portion of the 
silver circulation which is potentially contractible only the 
difference between the face value and the realisable bullion value 
need be covered. Any estimate on such a subject must be largely 
conjectural and subject to variations in the price and marketability 
of silver. We have fixed a more or less arbitrary figure of Rs. 50 
crores as the assumed liability of the Reserve in respect of the 
•contractibility of the rupee circulation. 

III.— A CENTRAL BANK EOR INDIA. 

83. So far we have dealt with the standard of currency. We 
now proceed to deal with the question of the authority who should 
control the working of that standard. 

The evidence has clearly brought out the inherent weakness of 
a system in which the control of currency and of credit is in the 
hands of two distinct authorities whose policies may be widely 
divergent, and in which the currency and hanking reserves are 
controlled and managed separately one from the other. It has 
brought out the necessity of a unity of policy in the control of 
currency and credit in a modern financial organisation, if monetary 
stability is to be achieved. What has less clearly emerged from 
the eviclence hut none the less needs emphasis is how essential it is 
for the development of banking generally that the foundations of 


* See first footnote on page 330. 
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the credit organisation should be truly laid. This will only be* 
the case if the commercial banks (a phrase in which are included 
both exchange and indigenous banks) are able, when the necessity 
arises, to turn into cash a maximum of their assets with a mini- 
mum of disturbance to general conditions. It is only through the 
establishment of a central banking system, with the facilities of 
re-discounting it affords, that this end' can be achieved. Not until 
then does the commercial banks’ most legitimate asset, viz., a 
short-term advance against goods in the form of a commercial bill, 
become a quick asset capable of prompt realisation in times of 
stress. The system, in fact, enables the commercial banks to regard 
their holdings of commercial bills as their secondary reserves. 

84. The economic history of the great trading nations of the 
world during the last half-century demonstrates, far more clearly 
than any technical exposition of the workings of the system could 
demonstrate, the high efficiency of the system and its benign 
influence upon economic progress, wherever it has been introduced. 
The United States of America has been one of the last to adopt it. 
It has done so under the stress of its disastrous experience of 
regularly and frequently recurring financial upheavals of gigantic 
proportions, directly traceable to the weakness of the system of 
decentralised banking and currency reserves. There are not a 
few students of financial affairs who hold that, if it had not been, 
for the timely introduction of the Federal Reserve System in 1913, 
it is doubtful whether America, in spite of its enormous economic 
advantages, could have weathered the stress of the great war 
without grievous harm to its financial structure. 

85. The Central Banks in other countries work under charters 
which, though d iffei’ing in detail, are very similar as regards their 
fundamental lines. In general they are entrusted with the sole 
right of note issue and the responsibility of maintaining the 
stability of the currency. They are the custodians of the currency 
and banking reserves and of the cash balances of their Govern- 
ments. Their business, in the main, is confined to that of a bank 
of the banks and of the Government. These functions of necessity 
require that the character of their business should be of the 
soundest. Such limitations upon their business prevent these 
Central Banks from transacting the every-day commercial banking 
business of the country or from entering into competition with the 
commercial banks in any general sense. But, in times of stress, 
they intervene vigorously in the country’s business by extending 
credit facilities liberally. They are primarily concerned with 
upholding the credit of the country and guiding its financial 
policy. 

We are of opinion that India, profiting by the experience off 
other nations, should perfect her currency and credit organisation- 
by setting up a Central Bank with a charter framed on lines which 1 
experience has proved to be sound. 

86. Before dealing with the technical questions of the Indian* 
charter, it is necessary to consider who is to be entrusted with it- 



357 


Should it be the Imperial Bank (which is now performing at any 
rate one or two of the functions of a Central Bank) or should it be 
a wholly new institution? The idea of utilising the existing 
organisation of the Imperial Bank is tempting at first sight, but 
on close consideration it will be found that, whatever advantages 
there may be in this course, the disadvantages outweigh them. 

87. If the Imperial Bank were required to discharge the duties 
of a true Central Bank its charter would have to be amended 
radically in the direction indicated. It would thus be precluded 
from undertaking a great many tasks which it now successfully 
performs as a commercial bank. The country would then lose the 
benefit of the elaborate and widespread organisation which has 
been set up, through the length and breadth of India, to make 
available to the community the increased commercial banking 
facilities, which are so urgently needed, and to assist in fostering, 
among the people as a whole, the habit of banking and investment. 
This consideration jalone negatives the idea of disturbing the present 
functions of the Imperial Bank. It suggests, on the contrary, 
that that bank should be freed altogether from the restrictions 
which its present charter imposes upon it, and which clearly have 
their origin in the hybrid character of the functions which were 
originally assigned to it. "When those of a purely central banking 
character are taken over — as they should be — by the new Central 
Bank, there is no longer any reason why the Imperial Bank should 
not be as free and unencumbered in its sphere of activity as any 
other of the commercial banks. Its important task of giving India 
the widespread banking facilities which it needs will thereby be 
facilitated. It may perhaps be apprehended that with the creation 
of the Central Bank the Imperial Bank will lose some of the 
prestige which at present attaches to it as the sole banker of the 
Government. But there are numerous ways in which its interests 
and its ability to continue its present policy of the extension of 
branch banking may be safeguarded. We can see no reason to 
doubt that the Imperial Bank could come to a satisfactory agree- 
ment with the new Central Bank whereby the latter would employ 
the former as its agents in the raofussil and, in consideration of 
this service, place at the disposal of the Imperial Bank such funds 
and for such periods as would be required to enable the Imperial 
Bank’s branches to' become self-supporting. 

88. A middle course which has been suggested, and which has 
for its object a gradual process of what may be termed “ decom- 
mercialisation ” of the Imperial Bank, is equally unattractive. 
The proposal is to confine the Bank’s functions to those of a true 
Central Bank in the centres where adequate commercial banking 
facilities exist, and 1 to permit it to do the ordinary commercial 
banking business in all those localities where, apart from the 
Imperial Bank, there is no other reputable bank established. It 
is proposed that only when in these localities one or two commercial 
banks have opened their establishments should the business of the 
Imperial Bank’s branch be restricted to that of a Central Bank. 
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This proposal suffers in the main from the same disadvantage that 
attaches to an immediate and complete conversion of the Imperial 
Bank into a Central Bank. Under it the Imperial Bank would be 
eliminated from the field of commercial banking in all the important 
centres (such as Bombay, Calcutta, Madras, etc.), and the whole- 
some competition it provides would thus be lost, while its hybrids 
character would be likely to weaken its functions both as a Central 
Bank in the important centres and as a commercial bank in the 
smaller centres. 

89. We come, therefore, to the conclusion that the proper course 
to take is to entrust the central banking functions to a new organi- 
sation endowed with a charter which wholly conforms to the require- 
ments of a true Central Bank. That new bank would no doubt 
take over from the Imperial Bank such part of its organisation and 
staff as under the new order of things may become redundant to 
the purposes of the Imperial Bank, and from the Government a 
number of officials whose experience in the management of the 
currency would be of particular help to the new Central Bank. 

90. The future relations between the Government of India, the 
Central Bank, and the Imperial Bank, must be matters for 
negotiation between the parties concerned, and for that reason we 
refrain from making detailed recommendations under this head- 
ing. We desire however to state that in our opinion those negotia- 
tions, and the relations which they establish, should recognise the 
principle that there is work to be done in developing banking 
facilities, so essential in the interests of the Indian people, which 
the Imperial Bank has been doing, and can continue to do so long 
only as it receives some measure of official countenance and support. 
The banking organisation which India requires must be based, not 
upon a Central Bank alone as elsewhere, but upon a Central Bank, 
and a great commercial bank which has government countenance 
to inspire confidence in it amongst an uninstructed public, and 
whatever government assistance is needed to enable it to perform 
the function of the initiator of banking facilities. As to the extent 
of that assistance, we content ourselves with the observation that it 
should be designed to enable the Imperial Bank to maintain and 
develop its essential work of the provision of new branches. 

TBe Capital of the Central Bank. 

91. There is no need, nor is it in fact desirable, that a Central 
Bank should be endowed with any very great amount of capital. 
It is natural that those in charge of the Bank’s affairs should 
desire to give to the shareholders as good a return as possible. 
The greater the capital, the greater must the profits be in order 
to produce a given return, and the greater therefore the incentive 
for the management to do business which it might be better to 
avoid. Moreover, we propose in a later paragraph that the Govern- 
ment should be entitled to a share of the profits of the Bank after 
a fixed preferred dividend has been allocated to the shareholders. 
If the capital of the Bank should be larger than is really required — 
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•and in the present state of development of the Indian rediscount 
market, the capital which is required for the business of the new 
Bank at the outset cannot be very large — the profit which accrues 
to Government would be considerably reduced on account of the 
preferred dividend on non-earning capital. Again, while it would 
be possible to increase the capital later, if found necessary, it would 
be somewhat difficult to reduce it. Taking these considerations 
into account, we are of opinion that a fully paid up capital of 
Rs. 5 crores would be sufficient, allowing even for a material 
•expansion of banking in India. 

The Imperial Bank will be called upon to give up to the new 
Central Bank some of the privileges it now enjoys. It is right, 
therefore, that the Imperial Bank’s shareholders should be given 
the first opportunity of subscribing for the capital stock of the 
Central Bank. This is a valuable concession, for experience shows 
that the business of central banking is a profitable one, and that 
• central bank stock in other countries usually ranks as high in the 
■ estimation of investors as Government securities. 

The Name of the Bank. 

92. This is largely a matter of taste and local psychology. 
After considering various alternatives, we suggest that the new 
bank be called the “ Reserve Bank of India,” 

Board and Management. 

93. The difficult problem of co-ordinating the management of 
a banking organisation with important establishments widely 
separated and with business widely differing in character in the 
various, parts of the country, seems to have been solved by the 
Imperial Bank of India. The system of local head offices in the 
chief business centres, managed by Local Boards who are elected 
by the shareholders registered in the respective branch registers, 
appears to us to be as appropriate to the organisation of the Reserve 
Bank as it is to that of the Imperial Bank. The provisions of 
sections 23 , 24, 25 and 26 of the Imperial Bank of India Aet, 
1920, should therefore be embodied in the charter of the Reserve 
Bank. The provisions regarding the election of members of Local 
Boards, etc., as embodied in regulations 43 to 48 inclusive, should 
similarly be followed, except in one respect. The term of office 
of the Presidents and Vice-Presidents of Local Boards, which, 
under the Imperial Bank Act, is fixed at one year, is too short to 
conduce to efficient work. "We therefore recommend that the period 
be extended to two years, and that the limitation contained in 
regulation 44 (1), that no person shall be chosen to be President or 
Vice-President twice in succession, should be omitted. 

94. Resolutions passed both by the International Financial 
Conference of Brussels (1920) and that of Genoa (1922) recommend, 
in identical terms, that t£ Banks, and especially ' Banks of Issue, 
should be free from political pressure, and should be conducted 
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solely on lines of prudent finance.” In the spirit of these resolu- 
tions, care should be taken to assure that a predominant majority 
of members of the Local as well as the Central Boards of the Bank- 
should derive their mandate from the shareholders of the Bank by 
election, and that only a small minority of the Board should be 
nominated by Government. It has been sometimes urged that all. 
members of the Board of a Central Bank of Issue should derive 
their mandate solely from the shareholders, none being nominated, 
by the Government, but we consider that, in the particular cir- 
cumstances of India, viz ., the wide experience of the Government 
in the management of the currency and the great importance of the 
Government’s banking and remittance business, it would not merely 
be appropriate but desirable that the Government should nominate - 
a small minority of members on the Central Board, the members 
of the Local Boards being, as hitherto, elected solely by share- 
holders of the respective branch registers. We accordingly propose- 
that the new charter should provide for the Central Board to be 
constituted as follows : — 

(a) The Presidents and Vice-Presidents of the Local Boards 
established by the Act. In addition, each Local Board to- 
select from among its members, by a majority vote, one member 
to serve on the Central Board for two years. 

( b ) A Managing Governor and a Deputy Managing Governor,, 
who shall be persons of appropriate experience, and who shall 3 
devote their whole time to the affairs of the Bank, to be 
appointed by the Governor-General in Council for a period of* 
five years, on salaries and allowances to be determined by the- 
Central Board. 

( o ) Such number of persons, not exceeding three, and not 
being officers of the Government, as may be nominated by the 
Governor-General in Council. Such persons shall hold office 
for one year, but may be re-nominated. 

The Central Board would thus be composed of 14 members, of 
whom nine would be elected by shareholders, a maximum of three 
would be nominated by the Governor General in Council, and a 
Managing Governor and Deputy Managing Governor would also be 
nominated by the Governor General in Council. In addition to the 
above 14 members, the Government should be entitled to nominate 
an official member to the Board who should have the right and duty 
to attend and advise the Board but not to vote. 

Such a constitution will leave the Reserve Bank free from 
interference from the Executive in the day to day conduct of its 
business and in banking policy, a condition which we consider 
of paramount importance. At the same time, the Government, 
through its representative on the Central Board, will be kept 
closely in touch with the Bank, and there will be the mutual 
advantage of close co-ordination between the currency and credit 
policy and the financial policy of the country. 
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Sections 29 and 30 of the Imperial Bank Act should be embodied; 
in the new charter. 

95. To eliminate the danger of political pressure being exer- 
cised upon the Boards of the Reserve Bank, it is desirable to- 
introduce a provision in its charter directing that no person shall 
be appointed President or Vice-President of a Local Board, or shall 
be nominated as a member of the Central Board, if he is a member 
of the Governor-General ’s Council, the Council of State, the' Legis- 
lative Assembly, or of any of the Provincial Governments or 
Legislative Councils. 

96. The Reserve Bank’s principal function being to rediscount 
bankable bills held by the commercial banks, it is desirable that 
the Boards of the Reserve Bank should exercise their unfettered 
'discretion in accepting or rejecting such paper, and it is therefore 
undesirable that representatives of any of the commercial banks 
should hold the position of President, Vice-President or member 
of a Local Board or that of member of the Central Board. A 
provision to this effect should be embodied in the charter. 

, JECead Office. 

9T. The Head Office of: the Bank should be established in 
Bombay, and the meetings of the Central Board should ordinarily 
held there. . 

Votes of SRaxelLolders at G-eneral Meetings. 

98. Care must be taken to ensure that the policy of the Reserve 
Bank is governed by : purely national considerations, and is not 
influenced by the interests of any individual section of the com- 
munity. It is undesirable that it should be possible for any 
particular group to acquire control of the affairs of the Bank and. 
impose its policy upon the country. It is imperative, therefore,, 
to limit the number of votes which each shareholder is entitled to- 
exercise, whatever his shareholding may be. Accordingly, a 
provision should be introduced into the charter that shareholders 
shall have one vote for every four shares (assuming that the shares 
are of Rs. 500), of which they have been the registered holders 
for not less than six months, no shareholder, however, being entitled 
to have more than a total of ten votes, whether in his own name 
or as proxy. 

The discretion which would be vested in the Local Boards (under 
the provision corresponding to section 26 of the Imperial Bank of 
India Act), to approve or refuse to approve transfers of shares, 
would also be exercised when necessary with a view to preventing 
the multiplication of individuals’ voting power by transfer to- 
nominees. 

Division, of Profits. 

99. The business of a Central Bank should not be run mainly 
for profit. Dividends should be limited to a reasonable return on 



fits capital, adequate provision being made for building up substan- 
tial reserves, especially in the earlier years. Limitation of the 
dividend must also be considered in connection with the question 
how the Government of India is to be compensated for handing 
over to the Reserve Bank the assets of the Paper Currency and Gold 
-Standard Reserves, and the profits arising from the right of note 
issue. The simplest and most convenient way in which the Govern- 
ment could be compensated by allocating to it certain of the 
surplus profits of the Bank above a limited dividend. We recom- 
mend that a plan of dividing profits in the following manner be 
adopted. 

100. After making provision for bad and doubtful debts, depre- 
ciation in assets, and all such items as are usually provided for 
by bankers, and after payment out of the net profits of a cumu- 
lative dividend at the rate of five* per cent, per annum on the 
paid-up capital, there should be allocated to the reserve fund, 
until such reserve fund is equal to 25 per cent, of the paid-up 
•capital, three-quarters of the surplus, and one-quarter to the Gov- 
ernment. Thereafter, until the reserve fund is equal to the paid-up 
-capital of the Bank, one-half of the surplus should be allocated to 
the reserve fund and the other half to the Government. When 
the reserve fund is equal to the paid-up capital of the Bank, one- 
eighth of the surplus, but not exceeding three* per cent, of the 
paid-up capital, should be paid to the shareholders, and the balance 
to the Government. 

We must here anticipate an objection that may be raised against 
the above scheme, namely, that it is proposed to build up the 
reserve too rapidly, and at the expense of the “ profits ” which 
* under the existing system would go to the taxpayer’s relief. The 
present practice under which the profit from the Reserves is not 
available for the fortification of the Reserves is not in our 
opinion a sound one. But, even looking at the question from 
the standpoint of political expediency, we do not consider that our 
proposal would involve a fresh burden on the taxpayer. The 
maximum diversion of Government revenue to the accumulation of 
the reserve is only Rs. 5 crores, and this should in our opinion be 
set against the- resources which would be placed at the disposal ;of 
’ Government as a consequence of the amalgamation of the Gcfld 
Standard Reserve and the Paper Currency Reserve (vide paragraph 
145 below), and which even if not immediately realised could no 
doubt be brought to the credit of revenue in the earlier years, when 
the profits handed over by the Bank were not yet equal to those at 
present accruing from the Reserves. Strongly as we feel that the 
new Bank’s reserves should be built up as rapidly as possible, we 
should not have recommended a fortification of the reserves at the 
rate proposed had we not been confident that it could he achieved 
without any fresh taxation or postponement of remissions of 
taxation. 


* These figures are quoted illustratively, and are subject to alteration in 
view of market conditions. 




Increase of Capital Of the Bank. 

101. The capital of the Bank might be increased by the Central 
Board from time to time with the approval of the Governor General 
in Council, and the price at which shares might be issued for that 
purpose should be determined by the Central Board with the 
approval of the Governor General in Council. 

Business of the Bank. 

.102. In a separate schedule (Schedule II) attached* to this- 1 
Report we have drawn up a list of the business which the Bank 
might do and that which it might not do, and we recommend that 
it be embodied in the charter. The list has been drawn up on the- 
basis of two principles, viz., that the Bank should be a true Central 
Bank and that its functions and capacities should be so organised 
as to secure that it should be made use of without suspicion or 
jealousy as the Bankers’ Bank. We have advisedly made no* 
provision in that schedule for the Reserve Bank having recourse 
to direct operations in the bill market ; not that such a provision is 
unnecessary — we regard it as a cardinal provision in the charter 
of a true Central Bank if it is properly to discharge its primary 
duty of regulating credit and maintaining the stability of the 
currency ; but in the present state of development of the bill market 
in India, we do not consider that open market operations by the 
Reserve Bank are an indispensable method for carrying out its 
credit policy. Rather we think that this development should 
follow in the wake of banking progress and the growth of a large 
and healthy bill market. Experience in other countries shows 
that with the creation of a Central Bank, and the consequential 
development of a sound banking system, the bill market comes into 
being in a surprisingly short time. In India, where the hundi or 
internal bill of exchange has been in existence for many years, 
we hope the growth of the habit of drawing bills instead of opening 
cash credits will be more rapid than elsewhere. In order to provide- 
for such future development, the charter should enable the Reserve 
Bank to apply to the Governor General in Council for power to 
buy and sell in the market bills of exchange promissory notes or 
other commercial paper arising out of bona fide commercial or trade' 
transactions bearing two or more good signatures and having a 
maturity not exceeding 90 days, if and when it finds such powers- 
necessaiy to the performance of its function of regulating the supply 
of credit. In deciding whether to grant or refuse this application, 
the Governor General in Council would of course give due consi- 
deration to the possible effect, on the various classes of persons 
concerned, of the operation of the proposed new procedure. To* 
avoid ambiguity, we should state that our proposal is that this 
power, if and when granted, should be granted once and for all ; 
not that it should have to be applied for on each occasion. 

Remittances for Financing tlie Home Treasury. 

103. We recommend that the Reserve Bank should be entrusted 
with all the remittance operations of the Government in India and 
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-jn London. The Government will thus cease directly to operate 
in the exchange market. 

Such an arrangement is the natural consequence of the estab- 
lishment of a Central Bank of issue. The business of remittance 
is essentially banking business. Since the bank of issue must be 
the bank of the Government in other matters, it is convenient and, 
.as wi ll be seen, essential that it should be so in this matter also; 
and it may be assumed that it will be able to transact the business 
jat least as economically as the Government. Further, an obliga- 
tion is imposed upon the Bank to maintain the value of the currency. 
The annual remittance on Government account amounts to some 
^635 millions, a large sum in proportion to the total foreign 
remittance business of the country. The time and method of 
making these remittances have an intimate connection* with the 
Bank’s discharge of its obligations. It would be difficult, if not 
impossible, for the Bank to discharge its essential obligation to 
the currency unless it conducted the remittance business of the 
■Government. 

104. On the other hand, it has been suggested that the Reserve 
Bank, through its exclusive knowledge of its own bank rate policy, 
would, if allowed to deal in the exchange market, be placed in a 
position of undue advantage as compared with other banks and 
firms. Such an objection might perhaps legitimately be made if 
it were proposed to hand over the control of the currency, and the 
.conduct of Government remittance, to a bank competing with other 
banks for ordinary commercial business. But it is misconceived, 
:made in relation to a transfer to such a Bank as we propose. In 
that institution the other banks of the country will find, not a 
:state-aided competitor, but a coadjutor and a potential source of 
^support. The exchange operations of the Bank will normally be 
limited to the bond fide requirements of its customers (including 
the actual requirements of the Secretary of State) and to its neces- 
sary operations through and on account of the' Reserve. We may 
point out that such operations may be necessary to the discharge 
of the responsibilities of the Bank, not only in the routine course 
of business, but in order to enable it to co-operate with other 
-central banks in those joint measures which are increasingly 
necessary for the proper co-ordination of monetary policies. There 
is, therefore, no reason to suppose that its operations will be in 
any way to the disadvantage of the market. 

105. It has been suggested that the Secretary of State has consti- 
tutional and statutory responsibilities to Parliament (including the 
-particular responsibility to the holders of India sterling debt) which 
-make it impossible for him to be satisfied with an obligation under- 
taken by a bank, however pre-eminent in status, to keep hi-m 

* The action of the Government hy which in recent years part of the 
remittance first put through the treasury was subsequently put through 
currency, shows that the Government cannot carry on its remittance opera- 
"fcions irrespective of their effect on the Indian money market or on currency 
policy. 
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supplied with funds. We are, however, unable to find that the 
-duties and responsibilities laid upon the Secretary of State in rela- 
tion to financial commitments in the United Kingdom are 
different in kind or extent from those laid upon him in relation to 
financial commitments in India, which are similarly incurred in 
hxs name. The latter are already discharged on his behalf by the 
Government of India, and are to some extent discharged through the 
agency of the Imperial Bank. If the Secretary of State is able to 
entrust to duly authorised agents the carrying out of his debt and 
remittance obligations in India, he may be satisfied similarly to 
employ au agent to keep him in funds' for the implementing of his 
obligations in the United Kingdom. The employment of an agent 
does not imply the abrogation of the ultimate control and respon- 
sibility vested in the Secretary of the State. Should the agent not 
discharge the obligations which it has accepted, the power of the 
Secretary of State himself to discharge his own obligations is in no 
way qualified or diminished. 

106. When arrangements have been made for the transfer of 
the conduct of Government remittance to the Reserve Bank, it 
will be necessary for the successful discharge of that function that 
the Secretary of State should furnish to the Bank in advance, 
through the Government of India, periodical information as to his 
requirements. It has been suggested in evidence that it would not 
be possible to forecast with accuracy the requirements for any 
considerable length of time ahead. Occasions may obviously arise 
when unexpected commitments, or increases of existing commit- 
ments, may materialise on a large scale. Any scheme must provide 
for meeting such a contingency, which would no doubt be of rare 
occurrence. But a great part of the Secretary of State’s commit- 
ments are in respect of payments which are regularly recurring, or 
at least easily foreseeable, and it should not as a rule be difficult to 
produce reasonably accurate forecasts of the funds required. As 
regards minor variations between estimates and actuals, no 
.difficulty is likely to arise. It is not, of course, suggested that it 
should be laid down that estimates once furnished must be rigidly 
adhered to. The Bank would be primarily responsible for the 
programnle of remittance, after giving due regard to the views of 
the Government of India. The Secretary of State will no doubt 
retain a working balance sufficient to ensure his having funds 
available to meet any ordinary and foreseeable excess of actual 
■over expected expenditure. 

107. The question by what methods the Governments remittances 
to London should be made has in recent times occupied a. prominent 
place in all discussions of the Indian currency system. With the 
creation of the Reserve Bank, the transfer to it of the remittance 
business, and the withdrawal of Government from active operations 
in the exchange market, the significance of these questions will 
be greatly reduced. If the Bank is given the right and duty of 
conducting the official remittance business, as part of its larger 
function of managing the currency and credit system as a whole, 
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it should clearly be left free, at its discretion, to employ such 
method or methods as it may find most convenient and conducive 
to the smooth running of the machine. Under the new conditions, 
experience will soon teach — while nothing else can teach — by what 
methods the interests, co mm ercial and financial, of the country can 
best be served. 

108. ¥e observe that the method of remittance by the purchase 
of sterling in the market in India, instead of the sale of council 
bills in London, has recently been introduced with advantage. 
We have received much evidence as to the respective merits of 
private purchase of. sterling and of public tender. The main 
objections urged against the former system are that it involves 
undesirable secrecy and the possibility of favouritism, and against 
the latter that it is conducted by the Secretary of State in London. 
With regard to the later objection, we are of opinion that the 
method of public tender could be employed in India with almost as 
much practical facility as it has been applied in London and with 
equal convenience to the commercial public. As regards the 
former, we recognise that there is some force in the objections 
under present conditions, but these will cease to have any weight 
when once the system proposed under our plan has been introduced 
and the obligation placed upon the Bank to buy and sell gold at 
the prescribed prices. Beyond these observations we do not desire 
to go in the direction of prescribing or limiting the methods of 
remittance to be employed by the Bank. To fetter its discretion in 
advance must be to waste the lessons of experience. 

109. It is to be observed that the exchange operations of the 
Bank, although effected in large measure to meet the requirements 
of the Government, will not be the operations of the Government. 
The question, therefore of publicity does not arise in connection 
with these operations, as it arises in the case of the exchange 
operations conducted directly by the Government. We consider 
that the occasional suspicion attached to these remittance operations 
has been intimately connected with the circumstance that the main- 
tenance of exchange at a certain rate was dependent to some extent 
on the discretion of Government. Having regard to the statutory 
obligation which we propose should be imposed on the Bank, to 
maintain the Indian currency stable within the gold points of 
a fixed parity, we see no urgent reason for the publication of these 
exchange transactions. 

Remittance during tlie Transition Period. 

110. We do not recommend any general departure from present 
practice in the matter of purchase of sterling pending the transfer 
of the business of remittance to the Bank. At the same time, in 
view of the observation which we have made on the subject of 
purchase by public tender, we recommend that, in order to obtain 
valuable experience, a trial be made of that system in India on the 
first suitable opportunity, purchases in the market being employed 
only for the purpose of “ intermediates ” on days when tenders are 
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not received. In the case of intermediate purchases’ also, we recom- 
mend that a trial be made of the system of offering fixed prices, to 
be publicly announced. Further, until the business of remittance 
is transferred to the Reserve Bank, we recommend that a weekly 
return should henceforward be published by the Government 
showing its remittances in the preceding week, and the manner 
in which they were made. 

Relations of tiie Bank, the Government of India and 

the Secretary of State. 

111. It has already been indicated, in general terms, that it 
is one of the primary functions of the Reserve Bank to act as 
the banker of the Government and to hold its cash balances. The 
centralisation in its hands of these balances and of the banking 
reserves in .India of all banks operating in India is an indispensable 
condition for the proper discharge of the Reserve Bank's primary 
duty of controlling credit and consequently the volume of the 
monetary circulation. It is no less indispensable that all the 
remittance transactions of the Government should be entrusted to 
it, as recommended in the preceding paragraphs, and that any 
balances of the Government of India and of the Secretary of State 
outside India should be placed in the charge of the Reserve Bank, 
through its branches or agencies. Only then will any danger of 
the Government’s remittance policy interfering with the proper 
management of the currency be eliminated. We recognise that this 
recommendation involves the amendment of section 23 of the Gov- 
ernment of India Act. We reommend that such an amendment 
should be made. 

112. The fact that Government balances held with the Imperial 
Bank in India bore no interest, while funds held in London could 
be employed remuneratively in the money market, appears in the 
past to have led at times to unduly large accumulations of funds 
in London. As the proposed plan contemplates that the surplus 
profits of the Bank should accrue to the Government, there appears 
to be no longer any good reason why this practice, militating as it 
inevitably does against the smooth working of the management of 
credit and currency, should be continued. The arrangement con- 
templated need not impair the valuable connection of the Bank 
of England with Indian financial affairs, as the Reserve Bank 
would, without doubt, closely collaborate with it in the ordinary 
course. 

Note Issue and Reserve Requirements. 

General observations. 

113. Before setting out in detail the conditions which are to 
govern the note issue of the Reserve Bank under the proposed 
plan, a few general observations must be made on the Bank’s res- 
ponsibilities, and the machinery by which it is enabled to discharge 
them. 

n 2 
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The 'primary task of the Sank. 

114. Tlie _goal of all monetary policy is the achievement of 
stability of the purchasing power of the monetary unit, and the 
condition under which the sole right of note issue is entrusted to 
the Bank must clearly be the obligation to maintain stable the 
purchasing power of the rupee, both internally and externally. 
This stability will find expression internally in the stability of the 
general level of commodity prices, and externally in the stability 
of the purchasing power of the monetary unit in relation to gold, 
and consequently in relation to all exchanges with countries whose 
currencies are linked to gold through either a gold or a gold 
exchange standard. To assure this stability, it is indispensable that 
the obligation should be put upon the Bank at all times to buy 
and sell gold at fixed prices which are laid down in the charter. 
The question as to what these prices should be will be discussed 
later on. 


The means to accomplish it. 

115. What is the machinery which enables the Reserve Bank 
to undertake this obligation ? The sole right of note issue, and 
the stoppage of all further issues of money by the Government of 
India except through the Bank, coupled with the power to impose 
upon the country a judicious' credit policy — these give the Reserve 
Bank the means to control the volume of the monetary circulation 
in India, and thus to stabilise the purchasing power of the monetary 
unit. So long as the volume of the monetary circulation does not 
exceed, or fall short of, the amount of money at any time needed 
for the exchange of the quantity of goods and services, which have 
to be exchanged (regard being had to the “ velocity of circulation 3t 
and the frequency with which goods and services are exchanged), 
the purchasing power of the rupee will remain stable. The restric- 
tion of the monetary circulation within these limits is the funda- 
mental condition for internal stability, while internal stability is 
the main factor to achieve external stability. To appreciate this, 
we need only think of the repercussions which instability of the 
general level of internal prices has upon the foreign trade of a 
country. A rise of internal prices (that is, a fall of the internal 
purchasing power of the monetary unit) relative to the world level 
of gold prices, will inevitably impede exports and stimulate imports, 
and cause the balance of foreign payments to be upset, and, with 
it, the exchanges. An internal depreciation of the monetary unit 
thus very soon produces external depreciation. The reverse is the 
case when internal prices fall below the world level of gold prices. 
It clearly follows that stability of internal prices in relation to the 
world level of gold prices will prevent those repercussions, and 
will therefore prevent instability of the external value of the 
monetary unit, that is, of the exchanges. And if the exchangee 
are stable, and keep within the upper or lower gold points set by 
the fixation of the price at which the Reserve Bank Undertakes to 
buy and sell gold, it will not be called upon either to buy or sell 
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gold. Provided, therefore, the Bank follows a judicious policy of 
limiting the monetary circulation to the actual needs of the country 
by an appropriate credit policy, and so keeps the internal value of 
the rupee stable, the obligation to buy and sell gold will cause it 
no embarrassment. 

116. It is evident that a limitation of the monetary circulation 
to the real needs of the country postulates contraction and expan- 
sion of the currency in accordance with those- needs. In a mainly 
agricultural country like India those needs fluctuate widely, not 
merely according* to the seasons of the year, but also according to 
the abundance or otherwise of crops and the prices they command. 
If that part at any rate of the notes which the Bank issues to meet 
the need of expansion is secured by assets of a character correspond- 
ing to this need of expansion, that is, if these assets mature and 
are liquidated when the increased monetary circulation is no longer 
needed, the process of expansion and contraction becomes almost 
automatic. The true commercial bill, that is a bill drawn in res- 
pect of a genuine commercial transaction, has these charcteristics 
in a pre-eminent degree. It is a self-liquidating asset in the sense 
that the liquidation of the commercial transaction liquidates the 
bill. It is for this reason that the charters of most of the central 
note-issuing banks provide for their note issues to be secured partly 
by commercial bills. The charter of the Reserve Bank, of India 
should contain a similar provision. With a view to promote the 
growth of these commercial bills we recommend that the stamp duty 
on bills of exchange be abolished.* Whth the same aim, we also 
recommend the sale by post offices of bill forms in the English 
language and the vernacular in parallel. 

We now turn to the other assets which are to be held by the 
Bank to secure its note issue. 

Reserve to assure external stability. 

117. While internal stability is a fundamental condition to 
assure the external stability of the rupee, it is nevertheless essential 
that the note issue should be secured to a substantial extent by 
assets which are capable of rectifying a temporary disequilibrium 
in the foreign balance of payments. Disequilibria are bound to 
occur, sometimes for seasonal causes, and sometimes for reasons of 
a bad harvest or financial stringency internally or externally. Gold 
and gold securities are the assets most suitable for this purpose, 
for they can be readily employed to discharge external liabilities, 
pending the adjustment of the disequilibrium through an appro- 
priate credit policy by the Bank. 

* It was stated in evidence that in America there was at one time a stamp 
duty on bills of exchange. It was found to restrict the development of the 
type of paper essential to the functioning of a money market, to render 
difficult the adjustment of the Federal Reserve Bank rates and to interfere 
with the operation of the Reserve Bank. This duty was the first to be 
abandoned when at the end of the recent war America undertook the reduc- 
tion of taxation. 
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118. It is evident that the maximum amount which needs to 
be kept at any given time as a reserve to maintain the external 
value of the rupee is the amount by which India’s payments abroad 
exceed her receipts from abroad at that time, or briefly, India’s 
adverse balance of payments at any given time. But, as every 
sale of gold or gold exchange by the Reserve Bank operates in 
the direction of contracting the internal circulation, and as there 
is a point beyond which the contraction of the monetary circulation 
cannot be carried, it may be said that the size of the gold reserve 
need not exceed the maximum amount to which currency can be 
so withdrawn from circulation. 

119. If notes were the only token money circulating in India, 
it would be a comparatively simple matter to determine to what 
extent they are to be secured by gold assets. The experience of 
other central note issuing banks is a valuable guide in this respect. 

120. But the problem in India is a more complex one, due to 
the fact that the circulation of fiduciary money of unlimited legal 
•tender in India consists of rupee coin as well as of notes, that the 
amount of rupee coin in issue cannot be assessed accurately, and 
that an unknown, but certainly substantial, proportion of rupees 
in issue does not ordinarily serve as a medium of exchange, but is 
held as a store of wealth. Rupees which do not ordinarily serve 
as a medium of exchange, when employed for the purchase of 
gold at tSe Reserve Bank, do not cause a contraction of the mone- 
tary circulation in the accepted sense. Their use for this purpose 
does not therefore produce the automatic reaction on internal prices 
which is produced by a contraction of that part of the rupee circu- 
lation which is doing money’s work. 

121. The system of currency which we recommend makes it 
improbable, however, that these rupee hoards will be presented 
immediately for conversion into gold, for none, of its provisions 
create an incentive to do so. It seems, nevertheless, desirable to 
provide for this contingency, for the Reserve Bank could obviously 
not face the strain and loss which would fall on it if these rupees 
were tendered in wholesale fashion for conversion into gold, and 
if it had to sell them for the value of their silver contents. To 
safeguard its position the following measures are recommended. 
There should be added to the liabilities, over and above the liabi- 
lities in respect of the note issue, an amount of Rs. 50 crores which 
is to be secured by assets in the same manner as if it formed part 
of the note issue. The Bank should, moreover, be given the right 
to deliver to the Government against payment in the form of notes, 
gold or gold securities (at the rate of Rs. 4 for each Rs. 5 of rupee 
coin), all the rupee coin coming into its possession in excess of 
certain specified amounts, which are to be regarded as the upper 
limits to which rupee coin may be held as a reserve asset. 

122. The effect of this provision is that, if and when silver 
rupees are withdrawn from circulation as redundant, the obligation 
to finance the withdrawal falls on the Government of India, and 
that is the quarter in which it should fall, because it was the Gov- 
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eminent that put them into circulation. But to assist in the 
finance, under the five to four ratio the Government of India, as 
is reasonable, receive back from the reserves, pari passu with the 
withdrawal, an amount which may be regarded as roughly equi- 
valent to the original profits on coinage., the proceeds of which, 
accumulated in the Gold Standard Reserve, we propose to make 
over to the Bank. 

123. The official witnesses in India have submitted estimates 
'tending to show that the total amount of rupee coin at present 
in issue is from 350 to 400 crores. Taking the latter figure, and 
deducting from it 150 crores, as the amount which, in their opinion, 
could in no event be spared from the circulation, they come to the 
conclusion that an amount of Rs. 250 crores may be regarded as 
that part of the rupee circulation which does not primarily serve 
monetary purposes. Differences of opinion exist as to the mini- 
mum amount of rupees required by the large masses of the Indian 
population for the carrying on of small transactions. We are 
unable to frame any reliable estimate of this amount, but we do 
think that, in order to establish the new system on the safest basis, 
we should take the safest figure of rupee contractibility, viz . : that 
put forward by the official witnesses, as our guide. The figure of 
250 crores includes Rs. 85* crores of silver coin and bullion now 
held in the Paper Currency Reserve, of which, on the basis of the 
figures given for purposes of illustration in paragraph 144 below, 
67 crores should be handed over to the Reserve Bank on taking 
over the note issue, while the balance of 18 crores should be 
retained by the Government for gradual disposal. If, as does not 
seem unlikely, the 67 crores gradually go into circulation, the total 
amount of rupees that might then be spared from circulation may 
be assumed to amount to about 232 crores. It is this amount which, 
while outstanding, would be secured by the 50 crores of addition 
to the Reserve. If and when these rupees come back from circula- 
tion and are delivered to the Government under the before-men- 
tioned proposal, these 50 crores will be diminished at the rate of 
1 rupee for every 5 rupees of redundant rupees delivered. In the 
event of further rupees being issued by Government on the Bank’s 
demand, this process would, of course, be reversed. 

124. Having in this manner provided for the possibility of 
hoarded rupees being converted into gold, it remains to deal with 
the gold and gold security reserve to be provided for that part of 
the monetary circulation, which truly serves as a medium of 
exchange. If it be assumed that 150 crores of rupee coin can in 
no circumstances be spared from the circulation — and this is the 
minimum estimate — we have finally to determine what proportion 
of the notes in issue can be spared from circulation, and what gold 
and gold security reserves should be held for the purpose. 

The system, of note issue. 

125. Before we can proceed with this question further, it is 
necessary to consider the system of note issue which is likely to 

See first footnote on page 330. 
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prove most suitable to the particular conditions of India, and which 
it is therefore desirable to adopt. 

If we go by the precedents of the currency legislation of other 
countries, we have two well-defined systems to choose from. 

126. There is first what may briefly be termed the fixed fiduciary 
issue system, which has been adopted by England under its Sank 
Charter Act of 1844. By this Act the Bank of England is author- 
ised to issue its own notes on the security of Government Debt to 
an amount fixed by statute. Any addition notes over and above this 
fixed fiduciary limit have to be secured by a gold backing of 100 
per cent. Tire system rests on the thoroughly sound doctrine that 
there is a minimum of currency which must always remain in 
circulation unless the mechanism of exchange is to break down 
completely, and that, so long as the fiduciary issue is well within 
that minimum, there is no danger of the purchasing power of the 
currency being adversely affected. 

127. The Act of 1844 requires the separation of the business of 
note issuing and banking into two separate departments — the Issue 
Department and the Banking Department. The Issue Department 
deals exclusively with the issue and redemption of notes. It holds 
the gold reserves, and creates on their security and on the security 
of the fixed amount of Government Debt all the notes that it is 
entitled to create under the Act. The notes so created and issued 
to the public constitute the active circulation, while the balance 
of notes created but not issued to the public constitutes the Reserve, 
which Reserve is held by the Banking Department. That Depart- 
ment is concerned with the discount, credit, and banking business 
generally. The size of that Reserve constitutes the limit to which 
the currency can be expanded. If more currency is needed (as, 
for instance, in a severe crisis), nothing remains but to suspend the 
Bank Act. That, as is well known, has happened three times in 
the history of the Act up to the outbreak of the great war. 

128. It will be appreciated that, under this system, expansion 
or contraction of the note issue beyond the fixed fiduciary limit 
takes place at a rate exactly corresponding to the increase or decrease 
of the gold reserves. The system is a cautious one, but safety is 
secured at the expense of elasticity. In spite of its rigidity, 
however, the system has worked well in England, not because 
expansion and contraction are not as necessary there as they are 
in other countries, but because the widespread development of the 
joint stock banking organisation of the country has led to the 
cheque, and not the bank note, being the chief medium of exchange. 
Expansion and contraction of the currency in England thus takes 
place through the cheque currency, and so imparts to the system 
the necessary elasticity. 

129. The other system which might be chosen is that in opera- 
tion in many of the countries on the continent of Europe, in the 
United States under the Federal Reserve system, and in South 
Africa. It may conveniently be termed the proportional reserve 
system. The system does not require the note issuing and banking 
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functions to be separated into two departments. Under it, the 
notes in active circulation are secured by a minimum percentage of 
gold or gold securities, which is laid down by statute, and which 
is 40 per cent, in the case of the Federal Reserve System and in 
South Africa, and is less in other countries. These minima, 
however, are not rigidly fixed, but may be transgressed with the 
consent of the Government for short periods on the condition that 
the issuing bank pays a tax reckoned on the amount of the 
deficiency. This tax is made to rise steeply as the deficiency 
increases. It will be appreciated that the fact that the Govern- 
ment’s permission has to be obtained, and that this permission is 
only given for comparatively short periods, and further, that the 
bank has to pay a steeply rising tax, forces the bank to take prompt 
measures to redress the situation by an appropriate credit policy. 
It will also be appreciated that, under this system, an actual 
suspension of the Bank Act need not take place. 

130. Its chief characteristic is that expansion and contraction 
do not, as in the case of the fixed fiduciary issue, take place at the 
same rate as the gold reserves increase or decrease, but that it 
permits expansion, and forces contraction to take place (assuming 
as an example the Federal Reserve system) in the proportion of 
100: 40. An. addition of 40 units to the gold reserve permits the 
bank to issue notes to the amount of 100 units. Conversely, a loss 
of reserves of 40 units forces a contraction of notes to the extent 
of 100 units. The system thus permits cf a far wider range of 
expansion and contraction than the fixed fiduciary issue system. 
It should be mentioned, however, that the Central Banks working 
under this system ordinarily maintain a reserve ratio far above the 
legal minimum. Their reserve, in pre-war days under normal 
conditions, used to be in the neighbourhood of 50 to 60 per cent. 
The system, it will be seen, possesses the quality of elasticity to a 
far greater extent than the fixed fiduciary system. The objection 
is sometimes raised that, because of this greater elasticity, it lends 
itself to inflation, and is therefore less to be recommended than the 
fixed fiduciary issue system. It may, on the other hand, be said 
that, as the fixed fiduciary issue system can only work satisfactorily 
where the chief medium of payment is not the note but the cheque, 
the scope for inflation through an undue expansion of credit is 
just as great as it is in the case of the proportional reserve system, 
with legal tender money as the chief medium of exchange. Both 
systems obviously require prudence in the management of currency 
and credit. 

Proportional reserve system recommended for India. 

131. Joint stock banking and the use of the cheque as currency 
are already developing in India, but they can hardly be expected 
to develop sufficiently quickly to mitigate the rigidity of the fixed 
fiduciary issue system. In the past complaints have . often been 
heard that the Indian paper currency has been made unduly rigid 
by the attempt to imitate the provisions of the English Bank 
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Charter Act. The need for seasonal expansion and contraction in 
India is particularly pronounced owing to the mainly agricultural 
character of its internal economy. We therefore recommend the 
adoption of a proportional reserve system of note issue ; and the 
outlines of the charter presented later in this Report have been 
framed on that principle. 

Gold and gold security reserve. 

132. In the light of the experience of other note-issuing banks 
which are working this system, it seems safe to provide for the 
gold and gold securities in the reserve to be not less than 40 per 
cent, of the liabilities, i.e., of the notes in issue plus the 50 crores 
on account of outstanding rupees. The Bank would, of course, 
in normal times, work to a percentage much higher than the 40 
per cent, minimum. 


Other reserves. 

133. The remainder of these liabilities might be secured by 
Government of India rupee securities and rupee coin, though certain 
qualifying conditions should be made in regard to their use as 
reserve assets. 

134. Dealing first with the use of rupee coin for the purpose, 

the following considerations are relevant. The scheme under 
consideration contemplates no statutory obligation upon the Reserve 
Bank to convert its own notes into rupee coin. There is therefore 
no logical necessity for the Bank to hold rupee coin in its Issue 
Department (though it will doubtless hold it in appropriate quan- 
tities in its Banking Department) when once the Government of 
India notes have been replaced by Reserve Bank notes. The 
desirability of eliminating rupee coin from the Issue Department 
is emphasised when its worth as a reserve asset is examined. Prom 
the point of view of the management of the currency by the Bank, 
the rupee coin is indistinguishable from the notes it issues, in spite 
of the fact that the rupee, appropriately described as a ‘ ‘ note 
printed on silver,” is made of a more costly material than the 
paper note. Both are tokens depending for their purchasing power 
upon the limitation of their issue, and both require to be secured 
by an adequate amount of gold and gold securities to assure their 
external value. The fact that some 85* crores of rupees have found 
their way into the Paper Currency Reserves is proof that, for the 
time being at any rate, they are redundant. Hence their unfitness 
as an asset to secure the stability of the purchasing power of the 
currency. . 

135. On the other hand we propose, for the reasons indicated 
in paragraph 69 above, to make it incumbent on the Bank to supply 
rupees freely to the public in such quantities as may be required 
for circulation, and we propose to lay on the Government the duty 

* See first footnote on page 3S0. 
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of supplying rupees to the Bank in order to enable it to carry out 
this obligation. It is conceivable that a large rise in the price of 
silver might prevent the Government from discharging this duty, 
in which case the Bank would be freed from its obligation. But 
so long as the obligation prevails it is reasonable to permit the 
Bank to hold some of the rupees required to fulfil it in the Reserves 
of the Issue Department. The present stock is undoubtedly exces- 
sive, and we propose that a part of it should be retained by Govern- 
ment. The balance of (say) 67 erores will be made over to the 
Issue Department at the outset, and it is not unlikely that a consi- 
derable portion will be absorbed as a necessary addition to the 
currency in the first few years. If rupees are wanted for this 
purpose they will automatically flow out of the Issue Department, 
and will then be replaced by assets of a more desirable kind, such 
as commercial bills^ or gold. If, on the other hand, they are not 
wanted, and do not flow out of the Issue Department, they are 
clearly undesirable as a reserve asset, and should therefore be got 
rid of deliberately and be replaced by assets of a more eligible 
character. 

These considerations have led to a provision being included in 
these proposals to limit the quantity of rupee coin which the Bank 
is permitted to hold in its Issue Department to gradually diminish- 
ing amounts spread over 10 years. 

136. Dealing with the question of the propriety of including 
Government of India securities among the reserves, it is easy to 
appreciate that they form a far less desirable asset than commer- 
cial bills, for they lack that most useful quality of the latter to 
expand and contract the currency automatically in accordance with 
the needs of the country. In the case of Government securities, 
expansion and contraction depends entirely upon the will and 
judgment of the currency authority, and is therefore more liable 
to errors of judgment. A large holding of Government securities, 
moreover, might give rise to difficulties in connection with their 
realisation if the need for it arose. Their inclusion among the 
reserve assets of the Issue Department can therefore only be justified 
if the amount held is limited to only so much of the circulation as 
is unlikely, in any circumstances, to be withdrawn, 'plus such 
further amount as can in all probability be realised without causing 
an undue disturbance of the Government's credit. 

Even the. conditional utility which attaches to ordinary securi- 
ties is absent in the case of the C( created ” securities that now find 
a place in the Reserve. In respect of these, we recommend that 
the Government should be required to replace them by marketable 
securities gradually within a period of 10 years. 

Separation of tlie Banking and Issne Departments. 

137. We have stated above that the proportional reserve system 
does not necessitate the separation of the banking and note issuing 
functions of a Reserve Bank. Wherever the system is in operation 
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no such, separation is in. fact made. If, nevertheless, in the plan 
submitted in our Report such a separation is proposed, it is because 
we have been impressed by the view put forward by many witnesses 
that the accounts of the Reserve Bank should be presented in the 
simplest possible form, and that it is essential from this point of 
view to set out in a separate statement the assets and liabilities in 
respect of the note issue. We think that such a separation would 
inspire greater confidence in the new note. Although this is a 
novel way of dealing with the matter, there would seem to be no 
strong reason why it should not be adopted. 

Government Guarantee of the Bank Note. 

138. ¥e recommend that the notes of the Bank shall be 
guaranteed by the Government of India. The purpose of this 
guarantee is to promote confidence in the notes of the Bank. A 
double change is proposed in the status of the note. It is to be a 
bank note instead of a Government note, and it is to be convertible 
into gold bars and not as of right into silver rupeesi as in the past. 
In order to obviate any discredit that might attach to the new note 
in consequence of these changes, it is in our opinion essential that 
the note should he guaranteed by the Government at least for the 
first period of the Bank’s charter. We propose below a provision 
which will adequately secure the Government in respect of that 
guarantee. 

Outlines of the Proposed Provisions of tlie Charter. 

139. It will be convenient now to fornmlate, amplify and sum- 
marise tbe plan for the Reserve Bank which we recommend, in 
the form of outlined provisions for a charter. 

Relations with the Government of India and the Secretary of 

State . 

140. The provisions of the charter dealing with the relations 
of the Bank, the Government of India and the Secretary of State, 
should be framed to cover our general recommendations, as 
follows : — 

The Bank undertakes to accept monies for account of the Gov- 
ernment of India and the Secretary of State and to make payments 
up to the amount standing to the credit of their accounts, and to 
carry out all their exchange, remittance, investment and other 
banking operations, including the management of the Government 
of India Debt, on conditions to be mutually agreed upon. 

Tbe Government of India and the Secretary of State undertake 
to entrust the Bank with all their money, remittance,, exchange 
and banking transactions in India, London and elsewhere, subject, 
in the case of London, to existing" or future arrangements with, the 
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Bank of England, and in particular to deposit, free of interest, 
all their cash balances and to concentrate all their money transac- 
tions at the Bank, its branches or agencies. The Government of 
India and the Secretary of State undertake, further, to entrust the 
Bank with any transactions they may desire to undertake in gold 
and securities, as also their ordinary transactions in silver, with 
the management of the Government of India Debt both in India 
and in London, and with the issue of any new loans, subject, 
however, to existing or future arrangements with the Bank of 
England in regard to the management of the Government of India 
Debt in London and the issue of new loans there. 


Note issue . 

141. The Bank shall have the sole right to issue bank notes in 
India for a period of (say) twenty-five years, provided that the 
Government of India may continue to issue notes as heretofore 
during such time as the Bank requires to put itself in a position 
to issue its own notes in substitution for the Government of India 
notes now in circulation. As soon as the Bank has notified the 
Government that it is in a position to issue notes, the Government 
shall cease to issue or re-issue its own notes, or any other type of 
paper money. ISTot later than five years from the date of the charter 
becoming operative the Government of India notes still outstanding 
shall cease to be legal tender except at Government treasuries. 


Denomination of notes. 

142. The denominations of the notes issued by the Bank shall 
be 1, 5, 10, 50, 100, 500, 1,000 and 10,000 rupees, or such other 
denominations as may be approved of by the Governor General in 
Council. 


Issue Department. 

143. The issue of bank notes shall be conducted by the Bank 
in a department to be called “ The Issue Department,” which 
shall be separated and kept wholly distinct from the department 
in which its general banking business is carried on and which is 
to be called “ The Banking Department.” The assets of the Issue 
Department shall not be subject to any liability other than the 
liabilities of the Issue Department as defined in the charter (see 
paragraph 146). It shall be lawful for the Central Board of Guv- 
nors, if they think fit, to appoint a Committee or Committees, of 
Governors for the conduct and management of the Issue Depart- 
ment, and from time to time to remove the members, and define, 
alter and regulate the constitution and powers of such Committee 

as they shall think fit Provided nevertheless that .the Issue 

Department shall always be kept separate and distinct from the 
Banking Department. 
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Transfer of reserves to the Issue Department* 

144. There shall be transferred and appropriated by the Govern- 
ment of India to the Issue Department of the Bank the following" 
assets, to be set forth in detail in a schedule to be attached, viz . : — 


Rupee coin of a face value of 



Orores. 

67 

Rupee securities of a market value of . 

, 

• 

. 50 

Gold securities of a market value of . 

• 

. 

88 

Gold coin and bullion at par value . 

• 

• 

30 




235* 


Thereupon there shall be delivered by the Issue Department to 
the Banking Department such an amount of bank notes as, 
together with the Government of India notes then in circulation, 
shall be equal to the aggregate amount of the rupee coin, rupee 
securities, gold securities and gold coin or bullion so appropriated 
to the Issue Department, less a sum equal to the amount of the 
rupee redemption liability referred to in the section (paragraph 
146 below) dealing with the “ Definition of liabilities of the Issue 
Department/* 

Prom and after such transfer and appropriation to the Issue 
Department, it shall not be lawful for the Issue Department of 
the Bank to issue its notes to the Banking Department except in 
exchange f or other notes of the Bank, or Government of India 
notes, or for gold coin and bullion, or gold securities, or rupee coin, 
or Government of India securities, or such bankable bills of 
exchange as are permitted under the charter to form the security 
for the issue of the Bank’s notes. Provided always that it shall 
be lawful for the Banking Department to pay out all Reserve Bank 
notes which it shall at any time receive from the Issue Department, 
or otherwise, in the same manner as such payment would be lawful 
if made by any other person. 

Reserve requirements. 

145. The character of the Reserves, which it shall be lawful 
for the Issue Department to hold as security for its liabilities, 
should be closely defined. Of its holding of gold coin or bullion , 
at least one-half shall be held in the Bank’s custody in India, while 
the remaining half may be held outside India in the custody of 
its branches or agencies or deposited in other banks earmarked for 
the Bank’s account. Gold in any Mint or in transit belonging to 
the Bank shall be counted as part of its reserves. 

The gold securities which it shall be lawful for the Issue Depart- 
ment to hold as part of its Reserves shall be securities the capital 
and interest of which shall be payable in a currency which is 

* These figures are as shown in Schedule III, based on the note circulation 
figures of 80th April, 1926, and are illustrative only. 



exchangeable into gold on demand and exportable in that form. 
They may be the following : — 

(a) Balances standing to the credit of the Issue Department 
of the Bank at the Central Note Issuing Bank of a foreign 
country ; 

( b ) Bills of Exchange of a maturity not exceeding 90 days 
bearing at least two good signatures drawn on and payable at 
a foreign money centre ; 

(c) Securities of Governments other than the Government of 
India. 

Provided that for a period of 2 years from this charter becoming 
operative the Issue Department may hold Government of India 
sterling securities to an amount not exceeding Rs. 7 crores, and 
provided further that, after the lapse of 2 years at least one-half 
of the securities of Governments other than the Government of 
India shall be of a maturity not exceeding 5 years. 

The Reserves to secure the liabilities of the Issue Department 
must consist of gold or gold securities to an amount of not less than 
40 per cent, of these liabilities, provided that the holding of gold 
coin and bullion shall not be less than 20 per cent, of the liabilities 
after the end of the 5th year and 25 per cent, of the liabilities 
after the end of the 10th year from the date of the charter becom- 
ing effective. In no ca&e, however, shall it be less than Rs. 30 
crores. In order to enable the Issue Department of the Bank to 
show in its opening accounts a reserve ratio of not less than 50 
per cent., that is to show a good margin above the minimum require- 
ment, the Government of India should be required to replace any 
necessary amount. (Rs. 7 crores, on the basis of the figures of note 
circulation on the 30th April last) of created rupee securities by 
gold securities. If the Government should find it inconvenient 
immediately to provide other suitable gold securities, they may be 
allowed to replace such rupee securities by an equivalent amount 
of Government of India sterling securities (created ad hoc), these 
to be replaced within 2 years by gold securities of the kinds specified 
above. 

The balance shall be secured by the holding in the Issue Depart- 
ment of rupee coin, Government of India rupee securities and such 
domestic drafts, hills of exchange and bankers’ acceptances as are 
eligible for purchase by the Bank under this charter, provided 
that the rupee coin held shall not exceed the amounts specified in 
the following table, or 10 per cent, of the liabilities of the Issue 
Department, whichever is the greater : — 

Rs. TO crores until the end of the third year, 

Rs. 50 crores from the end of the third to the end of the sixth 
year, 

Rs. 35 crores from the end of the sixth to the end of the tenth 

year, 

Rs. 25 crores thereafter; 
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and provided further that the government of India rupee securities 
held shall not exceed 25 per cent, of the liabilities with a maximum 
(overriding) of Rs. 50 crores. 

At the outset, any excess in the combined assets of the Paper 
Currency and Gold Standard Reserves over the liabilities (as 
defined in the next succeeding clause) shall be retained by the 
Government in the form of silver bullion and coin. Schedule III 
to our Report shows, on the basis of the figures of 30th April, 1926, 
the assets and liabilities of the Issue Department. 

Definition of liabilities of the Issue Department. 

146. The liabilities of the Issue Department referred to in the 
preceding paragraph (Reserve Requirements) shall be an amount 
equal to the amount of Government of India and Bank notes in 
issue plus an initial amount of 50 crores in respect of “rupee 
redemption,” which latter amount is to be reduced by one rupee 
for every five rupees delivered to the Government of India by virtue 
of the provisions in the next succeeding paragraph. The reverse 
procedure shall be followed when rupees are issued by the Govern- 
ment to the Bank, i.e., the rupee redemption liability will be 
increased by one rupee for every 5 rupees so issued. 

Right to deliver redundant rupees to Government. 

147. The Bank shall have the right to deliver to the Govern- 
ment of India against payment of four rupees in notes, gold or 
gold securities for every five rupees coin so delivered all the rupee 
coin of which it may become possessed in excess of the amount 
which, under the clause headed “ Reserve Requirements ” it is 
permitted to hold as part security for the liabilities of the Issue 
Department. Conversely the Bank shall be entitled to obtain 
rupees current under the Coinage Acts from the Government of 
India on payment of 4 rupees in notes, gold or gold securities for 
every 5 rupees so obtained. 

148. The Government of India shall undertake not to re-issue 
any rupee coin delivered under this or the preceding clauses nor 
to coin and put into circulation any fresh rupees, except to the 
Bank and on the Bank’s demand. The Bank, on the other hand, 
shall undertake not to dispose of rupee coin otherwise than for the 
purposes of circulation or by delivery to Government as hereinbefore 
prescribed. 

Notes to be legal tender and guaranteed by Government. 

149. The notes of the Bank shall be legal tender for the pay- 
ment of any amount, and shall be guaranteed by the Government 
of India. If and when the Bank fails to comply with the provi- 
sions of clauses 150-151 to buy and sell gold on the prescribed 
conditions, and the Government’s guarantee thus becomes operative, 
or if and when it fails to comply with any other provision of the 
charter, which in the opinion of the Governor General in Council 



381 


is essential, the assets held in the Issue Department shall become- 
the property of the Government so far as they are required to meet 
the liability of the notes or of rupee redemption. Such failure- 
shall involve the forfeiture of the privilege of note issue, unless it 
were caused by an impediment due to force majeure and recognised 
as such by the Governor General in Council. 

The Bank to sell gold . 

150. The Bank shall sell to any person who makes a demand- 
in that behalf at its offices at Bombay, Calcutta or Madras, during 
the office hours of the Bank, and pays the purchase price in any 
legal tender money, gold bullion for delivery at its Bombay office 
at the price* of Rs. 21 as. 3 ps. 10 per tola (180 grs.) of fine 
gold, but only in the form of bars containing approximately 400 
ozs. (1,065 tolas) of fine gold. Provided that whenever the market 
rate for the selling price of telegraphic transfer on London is 
less than the upper g/old point of the exchange as defined below, 
the Bank shall sell gold as aforesaid for delivery at its office at 
Bombay or in London at the option of the purchaser at prices here- 
inafter called the notified prices. 

The upper gold point referred to above is equivalent to Is. 6d. 
gold plus a proportionate amount to cover the cost of shipping gold 
bullion from London to Bombay, including packing, freight, 
insurance, and loss of interest, and shall be determined and pub- 
lished in the same manner as the notified prices. The notified price 
for delivery in London shall be the said price of Us. 21 as. 3 ps. 
10 per tola, with the addition of an amount corresponding to the 
expenses of the shipment of gold bullion from Bombay to the Bank 
of England, London, including packing, freight, insurance, and 
loss of interest. The notified price for delivery in Bombay shall 
be the said price plus an amount corresponding to twice the said 
expenses. The notified prices shall be calculated by the Bank 
from time to time as necessary. They shall be submitted to the 1 
Government of India, which shall satisfy itself that they have been 
calculated in the manner provided above, and certify the same. 
They shall be published with the certificate by notification in the 
Gazette of India, and the publication of the notification and certifi- 
cate shall be conclusive as between the Bank and all parties as to 
the prices at which the Bank shall sell gold.t 

The Bank to buy gold. 

151. The Bank shall be obliged to buy from any person who 
makes a demand in that behalf at its offices in Bombay, Calcutta, 
and Madras, during the office hours of the Bank, in exchange for 
any legal tender money, gold bullion for delivery at its Bombay 
office at the price of Rs. 21 as. 3 ps. 10 per tola of fine gold, but 

* The figures in this paragraph are based upon our recommendation in 
section IV of the (Report regarding the parity of the rupee. 

t As to the calculations concerned, see Schedule I. 
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only in the form of bars containing approximately 400 ozs. (1,065 
tolas) of fine gold; provided always that the Bank shall in all 
cases be entitled to require such gold bullion to be melted and 
assayed by persons approved by the Bank at the expense of the 
parties tendering such gold bullion. 

The Bank to maintain the free interchangeability of the different 

forms of legal tender currency. 

152. It shall be the duty of the Bank to maintain the free inter- 
changeability of the different forms of legal tender currency. It 
shall issue notes on demand in exchange for rupees and it shall, 
in exchange for notes of Its. 5 or upwards, supply notes of lower 
value or rupees or other token coins in such quantities as may be 
required for circulation. It will be the duty of the Government 
to supply such silver rupees or other token coins to the Bank on 
demand. Should the Government at any time fail to discharge 
this duty the Bank will be released from its obligation to supply 
such coins to the public. 

Suspension of Reserve requirements and tax on note issue . 

153. The Bank shall be authorised and empowered, subject to 
the consent of the Governor General in Council, to suspend for a 
period not exceeding 30 days, and from time to time to renew such 
suspension for periods not exceeding 15 days, the requirements as 
to gold and gold securities reserve specified in the charter; provided 
that, upon the amounts by which the reserve for the notes falls 
below the requirements of the charter in respect of such notes, a 
tax shall be paid to the Government equal to the Bank’s discount 
rate in force at the particular period plus one per cent, per annum 
when the gold and gold securities reserve against the notes is less 
than 40 per cent, but more than 32^ per cent., and an additional 1^- 
per cent, per annum in respect of each 2\ per cent, decrease or 
part thereof by which the reserve falls below 32^-. Provided that 
the tax shall in no event be less than 6 per cent. 

Bank exempt from further note tax. 

154. The Bank shall be exempted from the payment of any tax 
or duty upon its note issue, other than the graduated tax provided 
for in the last preceding paragraph. 

Condition of note currency. 

155- The form and material of the notes issued by the Bank 
shall be approved by the Governor General in Council. " 

The Bank shall not re-issue notes which are torn or partially 
defaced or are soiled by excessive handling, and provision shall 
be made by the Bank for the disinfection and sterilization of notes 
before re-issue. 

In order to express on the face of the new note the cardinal 
features, viz., the guarantee of Government and the fact that' it is 
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essentially a Bank note, we suggest that its form should be as 
follows : — 

j RESERVE BANE OE INDIA. 

GUARANTEED BY 
THE GOVERNMENT QE INDIA. 

ONE HUNDRED RUPEES. 

Reserve Bank of India notes are legal tender for the 
payment of any amount and are convertible into gold in 

accordance with the provision of — Act of 

Issued by the Reserve Bank of India under the authority 
of the above Act. 


Chief Cashier. 


Audit. 

156. The provisions of the Imperial Bank of India Act, 1920, 
Schedule II, regulations 58 to 60 inclusive, regarding the election 
of auditors, the right of the Governor-General in Council to appoint 
an auditor, and their rights and duties, seem appropriate and 
should be embodied in the new charter, with one modification, 
namely, that instead of three auditors, the new charter shall provide 
for not less than two auditors or firms of auditors. 

'Returns. 

157. — (1) The Bank shall make up and transmit to the Governor- 
General in Council weekly an account of the Issue Department 
and of the Banking Department in the form set out in Schedule 
IV. The Government shall cause copies of these accounts to be 
published in the next succeeding issue of the Gazette of India. 

(2) The Bank shall also, within two months from the close 
of each half of the financial year, transmit to the) Governor- 
General in Council a copy of its half-yearly accounts, signed by 
the Managing Governor, Deputy Managing Governor, and the 
Chief Accountant of the Bank, and certified by the auditors, and 
the Government shall cause such copies to be published in the 
Gazette of India. 

(3) The Bank shall also, within 60 days after the 31st Decem- 
ber in each year, transmit to the Governor-General in Council 
a list giving the names, addresses and occupations and the 
number of shares held by each shareholder of the Bank. 
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Bank rate. 

158. The Bank shall make public from time to time the mini- 
mum rate at which it is prepared to buy or rediscount bills of 
exchange, or other commercial paper eligible for purchase under 
the charter. 


Secrecy as to the business of the Bank 

159. The Governor's, officers and employees of the Bank shall 
be obliged to maintain secrecy in regard to the affairs of the 
Bank and its customers, and any person contravening this pro- 
vision shall, be liable to a heavy pecuniary fine or imprisonment, 
or both. 


Falsification of books, statements , etc. 

160. Any Managing Governor, Deputy Managing Governor, 
Governor, officer, or employee of the Bank — 

(a) who falsifies any account, statement, return or other 
document respecting the affairs of the Bank, with intent to 
defraud or in a manner calculated to deceive shall be guilty 
of an offence and liable on conviction to imprisonment or to a 
fine, or to both. 

( b ) who negligently and in breach of his duty makes, 
prepares, signs, approves or concurs in any account, statement, 
return or other document respecting the affairs of the Bank 
containing any false or deceptive statement, shall be guilty 
of an offence, and liable on conviction to imprisonment, or to 
a fine. 

Cash Reserves to be maintained by banks and hankers 

against deposits. 

161. It seems highly desirable that the Bank Act should also 
include provisions compelling every bank or banker transacting 
business in India, from a date to be notified by the Governor- 
General, to establish and maintain minimum reserve balances with 
the Reserve Bank equal to 10 per cent, of its or his demand 
liabilities to the public in India, and 3 per cent, of its or his 
time liabilities, to the public in India. It should be made 
obligatory upon every bank or banker transacting business in 
India to make a return at the end of each month, signed by the 
Chief Officer and Chief Accountant, or, in the case of a private 
firm, a Partner and the Chief Accountant of the firm, and to 
send such return to the prescribed officer of the Government and 
to the Bank, showing: — - 

{a) The amount of the demand and time liabilities respec- 
tively to the public in India; 

(6) The amount of Government of India and, Bank notes 
respectively held in India ; 
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(c) The amount of rupee coin and subsidiary coin respec- 
tively held in India; 

(d) The total amount of advances and discounts respec- 
tively in India; and 

(e) The reserve balances held at the Reserve Bank. 

Failure to comply with this provision should be subject to a 
penalty recoverable by action in a competent court. A summary 
of such monthly return for each bank or banker should be published 
in the Gazette of India. 

When it appears from any monthly return that any bank or 
banker has failed to maintain the required reserve balances it 
shall be competent for the Government of India to call for such 
further return, or make such inspection of the books and accounts 
of the bank in default as may be ne cess airy to ascertain the 
amount of the deficiency and period during which it continued. 
The bank so in default shall incur a penalty at a rate per annum 
which shall be! 3 per cent, above the Reserve Bank’s official 
discount rate on the amount of the deficiency for each day that 
it continued. The penalty shall be raised to 5 per cent, above 
the Reserve Bank’s official discount rate after the first seven days 
of the deficiency. No bank or banker may at any time make 
new loans or pay dividends unless and until the reserve balance 
required under this section is restored. 

Interpretation of term “ Bank or Banker .” 

162. We suggest that the term ** bank or banker ” should be 
interpreted as meaning every person, firm, or company, using in 
its description or title “ bank ” or “banker” or “banking,'’ 
and every company accepting deposits of money subject to with- 
drawal by cheque, draft, or order. We recognise, however, that 
in view of the special conditions of indigenous banking in India, 
this matter will require more detailed consideration than we have 
been able to give to it, and we recommend that it be further 
examined. 


Functions and capacities of the Bank. 

163. The functions and capacities of the Reserve Bank shall 
be as defined in Schedule II. 

Regulations. 

164. A provision' should also be inserted in the charter giving 
the Governor-General power to make, from time to time, regula- 
tions, not inconsistent with the charter, prescribing all matters 
which are required or permitted to be prescribed, or which are 
necessary or convenient to be prescribed, for giving effect to the 
provisions of the charter. . 
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Time Table. 

165. The above proposals cannot, of course, all be brought into 
operation at once. The existing agreement with the Imperial 
Bank of India, for instance, is not due to expire until the 27th 
January, 1931, and the contract with the Bank of England for 
the supply of Government notes is not due to expire until the 
30th June, 1929. The earlier termination of either agreement 
could no doubt be negotiated. On the assumption that the neces- 
sary arrangements are made, we recommend the following time 
table for the chief changes : — 

The transfer of assets referred to in paragraph 144 should 
be made as soon as the Reserve Bank notifies that it is 
in a position to issue its own notes, but not later than 1st 
January, 1929. 

The obligation to buy and sell gold should come into 
operation on a date to be approved by the Governor-General 
in Council on the proposal of the Bank, but not later than the 
1st January, 1931. 


Transitory Provisions. 

166. During the transition period the currency authority* must 
be under an obligation to buy gold and to sell gold or gold 
exchange at its option at the gold points of the accepted gold 
parity of the rupee. It should take whatever steps are required to 
convert in the safest and most gradual manner a portion of the 
sterling balances into gold bullion, and should pursue a policy 
calculated to strengthen the position of the Bank in relation to 
gold when it assumes charge of the currency and the Reserve. 

We desire expressly to emphasise that this recommendation as 
to the transition period is of the essense of our proposals. The 
Government of India should at once publicly announce its accept- 
ance of the obligation as defined, and should fulfil it without 
variation during the period of transition. We are of opinion that 
this obligation should be embodied in statutory form. In 
Schedule V we suggest an outline form for such statute. 


Interdependence of Recommendations. 


167. In conclusion, we desire to emphasise that our recom- 
mendations in the preceding sections of this Report should be 
regarded as a comprehensive whole and that modifications of any 
of their integral parts involve the danger of destroying their 
balance and so preventing the efficient and smooth working of the 
whole. 


u i currency authority is meant the Government of India or the Reserve 
Sank of India, whichever is m control of the note issue. 


387 

IV.— STABILISATION OF THE RUPEE. 

Time for Stabilisation. 

168 1 . The system of currency which we have recommended 
implies the adoption of some fixed gold parity for the rupee, and 
the stabilisation of the rupee at that parity. It is therefore essential 
to our inquiry to consider whether the time is ripe for such a 
stabilisation of the rupee, and, if so, at what rate that stabilisa- 
tion should be effected. 

169. The great preponderance of opinion in the evidence which 
we have received is that it is desirable that the gold parity of the 
rupee should be fixed and that the rupee should be stabilised at 
that parity forthwith. It is held that the rupee should not be left 
to discretionary variations, with a view to the mitigation of internal 
price movements or for any other purpose; and it is argued that, 
in view of the circumstances of the times, including the return to a 
gold basis of the United Kingdom, the Dominions, and other 
countries, the time is now fully ripe for such stabilisation. Each 
addition to the list of countries which have stabilised their cur- 
rency in relation to gold improves the prospects for the stability 
of gold prices. 

170. In this opinion we concur. So long as no such parity is 
fixed, there must be uncertainty as to the future of exchange, and 
a consequent lack of confidence. Commercial initiative must be 
discouraged, and the machinery of commerce generally must be 
clogged and hampered. There are therefore the strongest prac- 
tical reasons for deciding upon the parity and stabilising thereat 
forthwith, if that can be done with safety. 

171. After considering all foreseeable circumstances, we have 
come to the conclusion that it is safer to stabilise now than to 
wait. We do not overlook the fact that a certain element of 
instability remains in the economic conditions of the world as long 
as some important countries have not attained budgetary equili- 
brium or a stable currency. To fear, however, that even the worst 
disturbances that could proceed from these sources could seriously 
imperil the stability of Indian exchange would appear to us to 
imply an exaggerated caution. A stable exchange is an inestim- 
able boon, and it should not be sacrificed or postponed for the safe 
of a security that is so absolute as to be unobtainable in the 
practical world. 

172. An apprehension was expressed to us lest some consider- 
able change in the credit policy of the United States of America, 
at present the chief holder of the world’s monetary stock of gold, 
might produce a rise in world gold prices, in which India, if 
definitely linked to a gold standard, would be inevitably involved. 
As already stated on the authority of the evidence from the United 
States, we have satisfied ourselves that there is no such redundance 
of gold in the United States as would be likely to promote such a 
policy. Moreover, the number of countries which have returned 
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or are -returning to the gold standard is some guarantee that, with 
proper co-operation and management on the part of the various 
central bants of the world, a more even distribution of the avail- 
able gold will be attained in time, so that world price levels will 
be less dependent upon the policy and actions of a single currency 
authority than they are supposed to be at present. 

170. In short, there is not in our opinion any event in the 
foreseeable future which would be litely to make conditions more 
favourable for the purpose of stabilisation than they are at present, 
and the outcome of which ought therefore to be awaited : and we 
are, in consequence, of opinion that stabilisation should be effected 
forthwith. 

Tlie Ratio of Stabilisation. 

174. The legislation of 1920 has fixed the statutory value of 
the rupee at 2s. ; but that rate is absolutely ineffective, and the 
Government have declared that they do not seek to regain it. 
The present market rate is about Is. 6 d. It has been at that 
level in relation to gold since June 1925, and in relation to 
sterling since October 1924. 

175. For the reasons set forth below we recommend that the 
rupee be stabilised in relation to gold at a rate corresponding to 
an exchange rate of Is. 6 d. for the rupee.* 

Adjustment of Indian to world ‘prices . 

176. The chief reason for this recommendation is our convic- 
tion, which has been formed and cumulatively reinforced during 
the progress of our inquiry, that, at the present exchange rate of 
about If. 6d., prices in India have already attained a substantial 
measure of adjustment with those in the world at large, and, as a 
corollary, that any change in the rate would mean a difficult 
period of readjustment, involving widespread economic disturb- 
ance, which it is most desirable in the interests of the people to 
avoid, and which would in the end be followed by no countervail- 
ing advantage. 

177. We shall proceed to discuss a number of relevant issues, 
which have been raised in this connection, and we shall examine 
the question from various angles; but we wish to make it clear 
at the outset that the central, and as it seems to us the decisive, 
factor is the extent to which the prevailing rate of exchange is 
reflected in internal prices. We are unanimous in holding the 
view — and, indeed, it is a proposition which it would be difficult 
to controvert — that, if it can be shown that prices have to a- 
preponderant degree adjusted themselves to the existing de facto 
rate, then that rate must be adhered to. The further proposi- 

* Throughout this part, when such expressions as' “ the Is. 6d. rate ”, 
“a Is. 6 d. rupee ”, are used, they must he read with reference to our recom- 
mendation that the rupee should he definitely linked to gold. The expres- 
sions in question are used merely as a convenient and familiar way of' 
referring to the gold value of the rupee. 
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tion, that such substantial adjustment has been secured, is a 
question of fact, as to which we shall now adduce the evidence 
on which our conviction is based. 

178. It would be difficult, if not impossible, to pursue any 
-•argument on the subject of the movement of price, levels, without 
making use of index figures in some form. W e recognise that 
index figures are not an infallible guide, and that there are 
many directions in which they might lead one astray. Especial 
caution is necessary in using them for the purpose of comparing 
the range of price levels in two or more countries over a particular 
period, because the figures are necessarily compiled in different 
ways in different countries. Moreover, it is usual, for purposes of 
Comparison, to refer them to the same basic year, and the year 
selected may not be equally suitable in all the cases concerned. 
For example, there may have been some local peculiarity in the 
circumstances of the basic year, or the character of production may 
have changed during the period in one or more of the countries. 
It may be said that the index figures are more reliable in indicat- 
ing the general trend of prices in each particular country than in 
comparing the relative levels of prices in two or more countries. 

It might have been expected that the statistical employment 
of the doctrine of purchasing power parity would have facilitated 
the task of determining the proper exchange ratio to be fixed. 
But quite apart from the imperfections of the Indian figures of 
prices, the employment of index numbers for such a purpose 
implies the important assumption that changes in the prices of 
goods entering international trade have been followed by similar 
changes in the prices of all other goods. A caveat has to be 
entered against the application of the theory of purchasing power 
parity to general price level as determined by figures like index 
numbers of wholesale prices or index numbers of retail prices 
and cost of living. The theory can in fact supply a very approxi- 
mate guidance only, and its practical utility is of a strictly limited 
character. Moreover, in comparing the pre-war and post-war 
price levels for the purposes of the theory, we have to allow for 
changes in tariffs and freights both at home and abroad and changes 
in the character of production, and these have been very important. 

179. In India there are special difficulties in the way of com- 
piling a representative index figure owing on the one hand to the 
great size of the country and the cost of inland transport, and 
on the other to defects in the statistics on which the compilation 
is based, defects which have been pointed out in the report of 
the recent Indian Economic Enquiry Committee. 

180. We desire to take this opportunity of recommending that 
a serious and sustained attempt should be made to remedy these 
defects, and to lay the basis of sound economic deductions by the 
collection of accurate statistics, not only of prices, but also of 
wages, a subject which in India presents even greater difficulties. 

181. Bearing the above reservations in mind we proceed to 
examine the data available. We draw no conclusions from the 
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f eneral index n um bers for all India, because tbese are more 
eeply affected bj tbe defects indicated above tban are tbe local 
indices of wholesale prices compiled at Calcutta and Bombay. 
Of tbe latter tbe Government of India prefer tbe Calcutta figures. 
They are more . comprehensive, covering 71 items against Bombay 
42. We shall deal with them first, but in the graphs referred 
to later we have combined the two sets of figures into one. 

182. From December 1922 to June 1924 the gold exchange 
value of the rupee (as measured by the cross-rate, Calcutta-Dondon- 
New York) remained fairly stable round Is. 3d. gold (the limits 
being about Is. 2%d. and Is. 3^d.). During the same period the 
rupee price level, as measured by the Calcutta* wholesale index 
figure, remained fairly steady round 176 (the limits being 170 and 
181). From July 1924 to January 1925 the rupee rose sharply to 
the neighbourhood of Is. 6 d. gold, and since the end of May 1925 
it has been held within the Is. 6 d. gold points. From July 1924 
to June 1925 the rupee price level fell from 179 to 157, and has 
since thenl* varied between the limits of 163 and 153. 

183. Thus, treating the statistics in the most generalised way 
and disregarding minor movements, it is observable that: — 

(i) During eighteen months, while the rupee was worth 
about Is. 3d. gold, the rupee price level ranged round a mean 
of about 176. 

(ii) In the succeeding year, while the rupee was rising 
to Is. Qd. gold, the rupee price level fell below 160, 

(iii) Since then, while the rupee has remained, or been 
held, at about Is. 6d. gold, the rupee price level has ranged 
round a mean of about 158, with a recent tendency to fall 
in sympathy with world prices. 

The level of world gold prices, as indicated by the wholesale 
price index figures of the United States and the United Kingdom, 
was (in spite of intermediate fluctuations) approximately the same 
at the beginning of period (i) and at the end of period (iii). 

It is natural to conclude that, during the period of change, 
there was a mutual adjustment of prices and exchange, and that 
a substantial equilibrium was attained about the middle of 1925 
and has been since maintained. 

184. The nature and extent of the tendency towards adjust- 
ment may perhaps be more readily apprehended by means of a 
graphic representation. In the attached diagrams, in which an 
attempt has been made to exeinplify general tendencies and 
minimise the effect of local variations, attention is directed to 
the comparative slopes and movements and not fto the actual 
levels of the respective lines.. The latter, as already pointed 
out, may be influenced by factors ( e.g ., the base year chosen for the 

* The trend of the Bombay index figure is similar. 

t The statistics quoted in this and the following paragraphs are carried 
down to March 1926. the latest month in respect of which complete data are, 
at the time of writing, available. 



* In figure 2, to facilitate comparison between the slopes of the two curves, the graph of 
the exchange value is inverted ; an upward slope represents a fall in exchange* and 
a downward slope a rise in exchange. 







compilation of index numbers) which, are largely irrelevant for the 
present purpose, whereas the general trend of movement would 
remain the same whatever basis were chosen for the figures. 

185. In Figure 1 are shown two lines representing respectively 
the course of prices in India converted into gold prices on the 
basis of the current market rates of exchange, and the course 
of world prices in terms of gold. In the case of India the 
average between the Calcutta and Bombay figures of wholesale 
prices has been used, while the figure for world prices has been 
obtained by averaging the wholesale index numbers of the United 
States (Bureau of Labour) and the United Kingdom (Board of 
Trade) after correcting the latter for any variation of sterling 
from gold parity. In Figure 2 is shown the course of Indian 
prices in terms of rupees, i.e., actual prices in Calcutta and 
Bombay ; together with this is plotted, for purposes of easy 
reference, the course of the gold exchange value of the rupee. 

186. It will be seen that in 1923 and the first half of 1924 r 
when the exchange was fairly steady at about Is. 3 d. gold, move- 
ments of world prices and of Indian rupee prices roughly corres- 
ponded, but from October 1924 to September 1925 there was a 
rapid and violent downward movement of the rupee price level 
which was not the reflection of any similar movement in world 
prices. The line representing Indian prices m terms of gold , 
however, continued to follow approximately . the same trend as 
world prices, thus indicating that the fall of rupee prices was due 
to the adjustment of these prices to a new level of exchange. 

187. An inspection of the diagrams suggests some interesting 
inferences as to the nature, pace and extent of the inter-adjust- 
ments between prices and exchange during the period (from the 
middle of 1924 to the middle of 1925) when the rupee was rising 
from 15 d. gold to 1 8d. gold. Although it was not until the end 
of that period that 18iZ. gold was definitely attained, it has to be 
remembered that the greater part of the rise took place in the 
first half of the period, i.e., during the last six months of 1924. 
During that half-year the rupee rose approximately from \bd. 
gold to 17*6c2. gold. World prices rose sharply from July 1924 
to February 1925 and then receded gradually; by June 1925 
they had come back to the level at which they stood in November 
19241 Rupee prices remained nearly stationary from July to 
October 1924, and then, as pointed out above, a rapid fall set 
in. The only reasonable explanation of these divergencies 
between the course of rupee prices and that of world prices is 
the concurrent rise in exchange. The effect on rupee prices 
of this rise in exchange was not fully apparent at the outset, 
owing no doubt to the usual lag in such adjustments; it was 
.sufficient immediately to check the rise in rupee prices, but it 
took a few months to overcome the inertia of those prices and 
produce a decided fall. When once the fall had set in it con- 
tinued with practically equal rapidity throughout the first six 
months of 19^5, although, as already observed, exchange at this 
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period was rising at a much less rapid rate; in fact it only rose 
during these six months from 17 -Gd. gold to 1 Qd. gold. The lag 
due to economic friction was then exerting its influence in the 
opposite direction, that is, it was tending to keep prices falling at 
the same pace although the impetus which started the fall had 
lost much of its force. The conclusion seems almost irresistible 
that the marked fall in rupee prices in the first half of 1925 
represented largely the tendency of those prices to adjust them- 
selves to the rise in exchange, the greater part of which had 
occurred in the preceding half-year. This conclusion is strikingly 
illustrated by the parallel course of the lines in Figure 2 and is 
borne out by the course of prices in recent months, when with a 
steady exchange both rupee and world prices have been falling, 
practically in unison. The final curves in the diagrams suggest 
that the adjustment of internal prices in India to the Is. Gd. rate 
of exchange is practically complete and that the trend of rupee 
prices has again begun to correspond with that of world gold 
prices. 

188. This analysis appears to provide a conclusive answer- to 
the main contention of those who doubt whether any substantial 
adjustment has yet taken place. That contention may be broadly 
stated as follows: “ It was not till June 1925, that the rupee 
attained 18dJ. gold. Since that date rupee prices have been 
practically stable in relation to world prices. Therefore adjust- 
ment has not taken place and is still to come.” The answer is 
that although the rupee did not definitely reach 18<?. gold till 
June 1925, it had between July 1924 and January 1925 already 
traversed more than 80 per cent, of its upward journey from 15 d. 
to 18c?- gold; and that before June 1925 there had already taken 
place a heavy fall in rupee prices in relation to world prices, 
which may be regarded as the complement of the steep rise in 
exchange. 

189. A further indication of equilibrium between internal and 
external prices during the last twelve months is to be found . in 
the steadiness of exchange. Exchange is the mechanism by which 
differences in these two price levels are adjusted, and by which 
they are, as it were, kept in gear. "When exchange remains 
steady over a fairly long period it may ordinarily be inferred that 
there are no differences to be adjusted. It has been urged against 
this view that exchange has only been kept at Is. Gd. by Govern- 
ment manipulation, but in fact the so-called manipulation has been 
confined to an addition of 9 crores to the note circulation during 
the recent busy season and a withdrawal of 8 crores at the end of 
it. Such an amount of expansion and contraction is by no means 
excessive and is contemplated in the Indian Paper Currency Act 
as a normal seasonal variation. The fact that advantage has not 
been taken of the offer made by the Government in April last to 
sell sterling at Is. h%d. goes to show that the present volume of 
currency is adjusted to the Is. Gd. ratio. 
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190. It is relevant also to consider the course of India’s 
foreign, trade, which would naturally be affected by any dis- 
equilibrium between internal and external prices. If the rupee 
were either under-valued or over-valued internally in comparison 
with the external value, either exports or imports would be sub- 
jected to a handicap which we should expect to see reflected in 
adverse conditions in the general trade of the country. As a 
matter of fact, while there are individual trades which are passing 
through a period of adversity, the general trade of the country, 
taken as a whole, shows no signs of the imposition of such a 
handicap. 

191. All the above considerations point to the same conclusion, 
viz., that after twelve months of the Is. 6 d. rate of exchange, 
substantial adjustment of prices has been attained; and this 
conclusion is borne out by the experience of other countries which 
have recently stabilised their exchanges. 

Wages. 

192. We turn now to the question whether wages in India 
are in adjustment with the present level of prices and exchange. 
The material available is even less extensive and reliable than 
that relating to prices. But it may be inferred on general 
grounds that considerable progress has already been made in the 
process of adjustment. Prices are bound to react on wages sooner 
or later all the world over, and, although the effect may take 
longer to manifest itself in India than in countries where industry 
is more highly organised, the economic tendency none the less 
exerts its force in the same direction. In India a much larger 
percentage of wages is spent on foodstuffs than in western countries, 
and therefore there is a very necessary ultimate adjustment of 
wages to the price of food grains. This has been obscured for the 
time by the abrupt and belated rise of wages which the last decade 
has seen — a rise which was to some extent accelerated by factors 
not purely economic. 

Where exchange and prices have been steady over a consider- 
able period, we should feel justified in assuming that wages were 
in adjustment unless there were any clear indications to the 
contrary. The statistics of foreign trade afford no such contrary 
indication, but rather strengthen the assumption. Agriculture, 
which is pre-eminently India’s greatest industry, has suffered from 
the world-wide effect of the war, which has been to leave the prices 
of agricultural produce at a lower level in relation to manufactured 
articles. This effect is illustrated by the marked difference between 
the average rise since 1914 in the prices of the articles that India 
exports, which are mostly agricultural, and the rise in the prices 
of imported articles, which are mostly manufactured. The rise has 
been considerably greater in the latter case than in the former, 
and this undoubtedly constitutes an economic loss to India. But 
it is a loss which she shares with all other agricultural countries 



and which, cannot he made good by any monetary policy. In spite 
of this disadvantage such figures as are available (e.y., the index 
numbers of agricultural wages in rural areas compiled by the 
Labour Office, Bombay) indicate a general tendency to improvement 
in the wages of the labourer, and this tendency may be expected 
to facilitate adjustment to falling prices, which indeed operate as 
a check to the rising tide of wages. A similar phenomenon has 
been observed in the case of Government services, where the 
increase in the value of the rupee to Is. 6 d. has enabled Government 
to refuse increases of pay which it might otherwise have been 
difficult to resist. 

193. On the whole we see no reason to believe that there is 
any general maladjustment in agricultural wages. Neither have 
we been able to discover any such condition in the wages paid by 
manufacturing industries generally. The Jute mill industry of 
Bengal granted temporary increases of pay to its employes in 
the years when prices were abnormally high, but as a result of 
the adjustments which have taken place the wages now paid in 
that industry are in line with to-day’s price levels and cost of 
living. We found certain other important industries in a state of 
depression, notably the steel and cotton mill industries. The steel 
industry is suffering, not so much from high wages, as from the 
stress of foreign competition, stimulated in some countries, e.g., 
Belgium, by depreciating exchanges. With regard to steel and 
other industries, it appears to us that relief, if relief is really 
required, cannot properly be obtained by manipulation of the cur- 
rency. The cotton mill industry of the Bombay Presidency has 
furnished us with detailed figures illustrating its difficulties. The 
chairman of the Bombay Millowners’ Association told us that the 
present index figure of wages of mill-hands is 231 (as compared 
with 100 in 1914), and that attempts to reduce wagbs have been 
frustrated by strikes. This, too, in spite of the fact that the 
Bombay index numbers of wholesale prices, retail food prices, and 
cost of living are only 150, 150, and 153 respectively. These 
figures indicate that either the pre-war rate of wage was too low 
or the present rate is excessive. The reduction of the exchange 
rate to Is. 4t.d ., which the chairman of the Association and many 
other witnesses advocated, would at best provide a temporary 
alleviation only for so serious a maladjustment. The ultimate 
effect would merely be, by inflating the currency to the extent of 
12^ per cent., to produce a concealed reduction in wages of an 
equivalent percentage. Even if this would secure the desired 
equilibrium, which seems highly improbable, we do not regard it 
as sound policy to use the currency as a lever to reduce real wages. 
Any adjustment of wages thus brought about would be arbitrary 
in extent as well as temporary in character. Inflation is a danger- 
ous expedient, which has often been advocated, and sometimes 
deliberately applied, in other countries for similar purposes, but 
it has always been found to carry nothing but evils in its train. 
The prosperity of an industry depends on the soundness of its 
internal economy and its adaptability to changing conditions; and 
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any basic unsoundness in its economic conditions cannot be rectified 
by a mere change in the ratio of exchange. 


Effect on contracts. 

X94. In addition to prices and wages it is relevant to consider 
how outstanding contracts will be affected by "the rate at which 
it is proposed to stabilise exchange. It has been represented to 
us that land revenue and other long term contracts were settled 
when exchange was at Is. 4dL It is true that many of the current 
land revenue settlements were made during that period because 
generally speaking the normal term of these settlements is *30 
years; but in view of the great rise in prices since 1914 the real 
incidence of land revenue, measured in terms of commodities, has 
been very materially lightened, and we cannot regard a Is. Qd. 
rate as constituting a hardship in this respect. 

195. With regard to other long term contracts, it must be 
remembered that the Indian exchange has been in a more or less 
unstable condition for the last 8 or 9 years. If regard is had to 
the gold exchange value of the rupee (computed, during the period 
of sterling depreciation, by a combination of the rupee-sterling and 
dollar-sterling exchanges) it will be seen that the rate broke away 
from Is. 4 d. gold in an upward direction in 1917 and continued to 
rise until ^February 1920, when it touched 2s. gold. It then fell 
away very rapidly to 11-1-d. gold in August 1921, and from that time 
rose until, in June 1925, it reached Is. 6 d. gold. It has since 
remained at about that figure. During the whole of this period 
of 8-§- years the rate has been at or about Is. 4 d. for short periods 
only, and has certainly never remained long enough at that figure 
for conditions to have been able to be readjusted on the basis of 
the old rate. It cannot be contended that contracts and arrange- 
ments concluded prior to 1918, and still existent, bulk more largely 
in the economic life of the country than those concluded during 
the subsequent 8-| years, during which period the exchange has 
been in a state of flux. 

196. After the prolonged disturbances which have taken place, 
it is impossible to do absolute justice to the long-term debtor 
and creditor by fixing on any particular rate of exchange. In 
any case these long-term debts form only a small part of the 
total contracts outstanding. The great bulk of the contractual 
obligations incurred under modern conditions consists of short- 
term contracts, and so far as these short-term contracts are con- 
cerned, it is reasonable to suppose that they originated, for the 
most part, when conditions were based on the Is. 6*7. rate, or in 
any event after exchange had broken away from Is. 4c2. 

We conclude therefore that from the point of view of contracts, 
as well as from that of prices and wages, the least disturbance 
will be caused, and the least injury will be done to all the interests 
concerned, by adhering to the de facto rate. 



Arguments for reversion to Is. Ad. 

197. The only other rate which has been seriously advocated 
by many of our witnesses is Is. 4 d. This has been described to 
us as the “ natural ” rate for the rupee, but we have not been 
nble to ascertain exactly what is meant by that term. Fluctua- 
tions in exchange are produced by the mutual interaction pf 
internal and external prices, and as the level of internal prices is 
-determined mainly by the volume of internal currency, the only 
rate which can properly be regarded as natural is the figure at 
which these prices are in adjustment with the existing volume of 
■currency and are also in equilibrium with external prices. From 
this point of view Is. 6d. appears to be clearly the “ natural ** 
rate under present conditions. The term, however, appears to be 
loosely used to denote the rate which would result if no attempt 
were made either by statutory enactment or executive action to 
anchor the rupee at a particular point. If such a policy were 
adopted, there can be no doubt that in a country like India 
where there are wide seasonal fluctuations of trade ther<f would 
be similarly extensive fluctuations in the rate of exchange amidst 
which it would be impossible to distinguish any particular rate as 

natural. ” • 

198. In this connection we have received criticisms of the 
action of Government in intervening in April 1926 to prevent a 
fall of exchange below Is. 5§d., though no exception has been 
taken to the earlier action of the Government, in October 1925 
in intervening to prevent a rise in exchange above Is. Q^d. As a 
matter of fact if either of these tendencies was a natural one 
( i.e ., the genuine reflection of trade conditions) it was the earlier 
tendency to rise above the Is. 6d. upper gold point. That is 
evidenced by the fact that the rate was only kept down by large 
purchases of sterling and the accompanying expansion of the 
•currency, whereas on the later occasion it has been authoritatively 
stated that the falling tendency was due not to any genuine trade 
factors but largely to speculation on the possibility of a lower 
rate than Is. 6d. being recommended in our report. This state- 
ment is to some extent confirmed by the fact that the mere offer 
-of reverse remittance at the Is. 6 d. lower gold point, coupled with 
a contraction of the currency by an amount nearly equivalent to 
that which was let out at the beginning of the busy season, was 
sufficient to eheck the fall, and no reverse councils were actually 
applied for. 

199. One of the arguments frequently urged against the re- 
tention of the Is. 6 d. rate may be analysed as follows. Granted 
that the de facto rate has been in operation for a considerable 
time and that prices and other conditions may have become 
adjusted to it, nevertheless it is urged that the rate came into 
being through Government manipulation of the currency, and 
it is suggested that a rate so established can be disturbed with 
less harmful results than would follow from the disturbance of 
a rate which has been produced by the interplay of purely com- 
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mercial forces. Tliis argument has only to he thus clearly stated* 
to be seen to be fallacious. If it were true that the Government 
of India, as currency authority, were in error in pursuing a policy 
which resulted in the holding of the rupee at Is. Qd., it would be- 
justifiable to criticise such error, but it would still remain true 
that, in choosing a rate for the final stabilisation of the rupee, it 
is the facts of the present that must be faced. "When prices and. 
other conditions are in adjustment with those in the world at large- 
on the basis of an existent exchange rate, the question of the- 
means by which that rate came into existence has no bearing 
on the extent or violence of the economic disturbances which 
would result from an alteration in the rate. 

.200. It has been suggested in favour of the Is. 4<Z. rate that 
it would reduce the total demand for gold in connection with 
the introduction of a gold standard; and, further, that we have 
to envisage the possibility of a failure of the monsoon requiring 
the utilisation of the gold and sterling reserves of Government 
to support exchange, and that the rate of Is. 4 d. would be easier 
to maintain than Is. Qd. The first contention overlooks the fact 
that a reduction in the gold value of the monetary unit by 124 per 
cent, involves of necessity an increase of the circulation by a 
similar percentage. The amount of gold in reserve required to 
support the circulation would therefore be the same in either case. 
As regards the second suggestion, provided that the gold and 
gold securities reserves are sufficient to prevent their exhaustion 
before the necessary contraction of the rupee circulation has been, 
brought about, we see no ground for thinking that, with the 
establishment of a central currency and banking authority, with 
full power to make its credit policy effective, it will be more 
difficult to maintain exchange at Is. Qd. than at Is. 4<£. The 
proviso is satisfied by the constitution of reserves recommended 
elsewhere. 

201. When once exchange has been stabilised and prices and 
other conditions are fully adjusted to the rate chosen, it is of 
course true that the testing time for the mechanism that main- 
tains the exchange will come if and when there is a succession 
of bad monsoons. But that testing time will come equally 
whether the rate of stabilisation be Is. Qd. or Is. 4 d. or any 
other rate ; and the ability to meet it will depend, not on the 
figure at which exchange is fixed, but, as indicated above, on the 
maintenance, and proper utilisation, of adequate gold reserves. 

202. It has been suggested that competition from foreign coun- 
tries with depreciated or depreciating currencies, such as France 
and Belg ium , could be met by lowering the Indian exchange to 
Is. 4d- When once these currencies have been stabilised, the 
adoption by India of a ratio of Is.. 4d. rather than Is. Qd. would 
not leave her in any better position to meet such competition. 
During the transition period, when the foreign currencies are 
unstable, the remedy, if any, must rather be sought elsewhere than 
in the manipulation of her currency policy. If it should happen 
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“that any of the other countries concerned avoid stabilisation, and 
•allow their currencies to depreciate continuously, it will scarcely 
be suggested that Xndia should enter on a course of competitive 
inflation in order to keep pace with them. 

303. The rate of Is. 4 d. has also been supported on the ground 
•that the recent abnormal absorption of gold by Xndia has been 
•due to the cheapness of gold brought about by the rise in exchange, 
and that there will be a wholesome check to this absorption if the 
rupee price of gold is raised by lowering the gold value of the 
monetary unit. It was stated in evidence before us, by a leading 
bullion broker, that whatever the rate of exchange, India must 
buy, has bought, and will continue to buy gold; and that she can 
never be saturated with gold, and will only stop buying it when 
her production falls off through famine or other causes. It is true 
that India’s appetite for gold can be cured by a lowering of the 
■other commodities, but it is evident that, since a change in the 
gold value of the rupee must involve a con-esponding change in the 
rupee prices of commodities, the mere lowering of the ratio of the 
rupee cannot result in more than a temporary alteration in the rela- 
tive cheapness of gold and general commodities. The suggestion 
•that India’s appetite for -gold can be cured by a lowering of the 
exchange is indeed based on an imperfect apprehension of her 
■economic circumstances. The only sure way to eradicate this 
wasteful habit is to stabilise the currency, establish confidence in 
its stability, educate people in the habit of investment, and extend 
banking facilities. 

204. Another argument advanced in support of a reversion to 
the pre-war rate is that there is likely to be a fall of world gold 
prices in the near future, and that the fixation of exchange at 
Is. 6 d. will accentuate the fall in India, and make it specially 
embarrassing, as was the rapid fall which took place in 1920, 
when the ill-fated attempt to stabilise Indian exchange at 2s. 
was made. The economic conditions of to-day are very different 
from those prevailing in 1920. The fall in prices that occurred 
in that year was quite abnormal both in rapidity and in extent. 
It was an aftermath of a world-wide upheaval, a reaction from 
the enormous expansion of credit that took place during the war. 
It would be imprudent to base a currency policy on the supposi- 
tion that such conditions are likely to recxrr, because a second 
upheaval of the kind would overwhelm almost all currency systems 
in a co mm on ruin. If we aim at stability we must assume that 
the period of catastrophic disturbance is over and that future 
movements of prices will proceed on more normal lines. If the 
world’s gold production in the future should fail to keep pajce with 
the demand, a period of falling prices would probably set in, but, 
judging’ from past experience, the price movement due to such a 
•cause would be slow and gradual, and should not prove a menace 
do the stability of the rupee. India might no doubt suffer, with 
. the rest of the world, from a long period of trade depression, but 
that is a risk which she cannot escape if she adopts, and adheres 
to, a gold standard. Moreover, it is a risk to which she will be 



400 


equally subject whether she stabilises her exchange at Is. 6d. or at 
Is. 4 d. 

205. Broadly speaking, the arguments which have been brought 
forward to prove that a reversion to Is. 4 d. would be beneficial, 
merely show that, during a period of adjustment of conditions to- 
that rate, certain sections of the community (e.y., debtors, exporters,, 
and employers of labour) would be benefited at the expense of 
certain other sections (e.g., creditors, importers, and wage-earners);, 
they do not show that there would be any substantial permanent 
benefit even to any section at the expense of another, still less to- 
the country as a whole. 


Economic effects of a reversion to Is. 4dL 

206. On the other hand, the change would produce a profound 
disturbance in economic conditions throughout India. Even if our 
view that prices and wages have been substantially adjusted to the 
Is. 6 d. rate is challenged, it cannot be seriously contended that they 
are in any way adjusted to a rate of Is. 4^Z- As we have already 
pointed out, it is more than 8 years since that rate was in stable 
operation, and, in view of the wide fluctuations that took place 
between 1917 and 1925, it seems clear that the only rate to which 
there can be any degree of adjustment is Is. Qd. In so far as this 
adjustment has taken place — and we have given our reasons for 
believing that it is practically complete — a reduction of the rate of 
exchange to Is. 4d. would produce a general rise of prices of 12-§ 
per cent., a change which would be severely felt by consumers 
generally and especially by the poorer paid members of the literate 
classes. The adoption of a Is. 4 d. rate would result in an arbitrary 
reduction of the real wages of labour; and for the infliction of 
such a hardship we can see no justification in equity or in expedi- 
ency, in the interests of the classes directly affected, or of the com- 
munity as a whole. 

The effect of the change on foreign trade would be immediate 
and for a time convulsive. No one acquainted with the practical 
working of the exchange market can suppose that, once a policy 
of .reversion to a lower rate had been announced, there would 
result merely a gradual and steady decline to that rate. There 
is always a considerable amount of latent demand for remittance 
to England, and, if the decision to adopt a lower rate were 
announced, remitters would at once endeavour to obtain tbe best 
price for rupees which they could get until the rate announced 
were reached. The tide woxild then turn the other wav and there 
would he a very large demand for rupees at the new rate. This 
would have to be met by an offer to buy exchange without limit 
at the gold import point, thereby making additions to currency. 
This might possibly lead to a series of violent fluctuations before 
exchange settled down at the new lower rate. Whether such 
fluctuations took place or not, the sudden fall in exchange might 
easily create a boom which would be followed later by a slump. 
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Effect on ‘public finances. 

207. Some evidence lias been put before us as to tbe effect 
which would be produced on tbe Government finances by a reversion 
to 1$. 4 d. "W e do not regard this as a decisive factor ; but we 
cannot ignore tbe fact tbat a reversion to Is. 4 d. would inevitably 
lead to increases in botb Central and Provincial taxation and would 
probably also result in a postponement of further remissions of the 
Provincial contributions to Central revenues, and a setback to tbe 
development of nation-building projects in tbe Provinces. 

208. As to tbe finances of the Government of India, the Budget 
is now based on an exchange rate of Is. Qd. to the rupee. If 
exchange were lowered to Is. 4 d. it would no doubt be possible 
ultimately to make adjustments (including tbe grading-up of 
taxation in accordance with the decreased value of the rupee) wbicb 
would enable tbe Government to meet its liabilities without any 
increase in tbe real burden of taxation. Nevertheless, tbe immedi* 
ate effect on the Budget would be considerable. The financial 
authorities in India have estimated tbat, on the basis of tbe 1925-2G 
Budget, tbe net sterling expenditure of the Government of India 
would be at once increased by about three crores per annum. There 
would be a similar immediate increase in tbe railway expenditure. 
Although railway finances have been separated from general 
finances, tbe effect of a lowering of the exchange rate would be to 
require either .an increase in rates and fares or a revision of the 
terms of the Railway Contribution ; so tbat the whole or part of 
this further increase might well become a charge on the general 
budget. There would be some extra expenditure on stores pur- 
chased in India, and some readjustment might have to be made 
in salaries of Government servants who would be affected by the 
increased cost of living. Some portion of the increased expenditure 
would no doubt be met from the increase in Customs revenue from 
such articles as are assessed on an ad valorem basis. This on a 
rough calculation, making some allowance for decrease in the volume 
of imports, would not exceed 2 crores. No estimate can be framed 
of any increased yield which might eventually be had from Taxes 
on Income. What is clear is that the immediate loss from the 
standpoint of public finance would be considerable and would require 
to be made up by increases in taxation, if the Budget were, to be 
balanced, and by still further increases, if further* reductions in the 
Provincial contributions or in existing forms of taxation were to be 
made. 

209. A significant circumstance is the recent successful issue 
by the Government of India of a long term loan of Rs. 25 crores 
at 4 per cent, at a price of Rs. 88 per cent. That it is possible 
for India to borrow at a rate which compares favourably with the 
rate at which the most advanced countries can borrow at present 
is a matter of congratulation, and shows how high the financial 
credit of India stands. This improved position is based on the 
balancing of the Indian budget. A reversion to the Is. 4 d. ratio, 
by the very adverse effect which it would have on the budgetary 
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equilibrium, would necessarily impair the credit of India as regards 
borrowing. 

210. The effect on Provincial finances of lowering the rate to 
1*. 4 d. has been well described as follows by the Government of 
Madras : — 

“ Any policy adopted as a result of the recommendations of 
the Royal Commission may vitally affect the Government of 
Madras as a Local Government. The alteration in the level of 
prices which resulted from the war subjected their finances to a 
strain from which they have not yet fully recovered. The necessity 
for a revision of salaries was becoming evident even before the out- 
break of the war, and during its course cases in which relief was 
most urgently called for were met by a series of expedients which 
were purely temporary in character. On the conclusion of the war 
a comprehensive measure of revision had to be undertaken, and the 
burdens thus imposed on the revenues of the Presidency were so 
great as to neutralise any benefit it received from the financial 
settlement in connection with the Reforms. The full liabilities 
which this revision of salaries imposed have not even now been 
liquidated, and only the fact that the considerable measure of 
stability in prices which has prevailed of late has rendered any 
further general measure of revision unnecessary has enabled the 
Madras Government to meet the annual increase in its establishment 
and pension charges. If, as a result of changes in currency policy, 
a further rise in prices were to render a revision of salaries again 
necessary, the reventies of the Local Government would become 
inadequate to the strain, and the levying of additional taxation for 
improving the salaries of Government servants at the cost of the 
taxpayer, who would himself be affected by the rise in prices, 
would cause widespread discontent. This would be accompanied 
by a new period of readjustment of agricultural and industrial 
wages with all the dangers and unsettlement which that involves. 
The Madras Government trust, therefore, that theoretical arguments 
will not be allowed to obscure a practical issue to which they 
attach great importance.” 

■Miscellaneous considerations. 

211. We have referred in an earlier part of our Report to the 
difficulty of keeping the silver impee in circulation if the price of 
silver were to rise above the melting point of the coin. "With 
the rupee at Is. 4 d. the melting point would be reached if the 
price rose to approximately 43 d. per standard ounce in London : 
with a I.?. Qd. rate the melting point would be at abont 4S d. per 
ounce. From the evidence that we have received as to the present 
state and future prospects of the silver market, it seems improb- 
able that either of these levels will be reached for many years ; but, 
as we have observed in paragraph 46, the future of the market is 
shrouded in obscurity, and in framing our proposals for reform of 
the currency system, we have deemed it prudent to envisage the 
possibility of a material rise in the price of silver at some futrire 
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time. If such a rise should take place, it is obvious that a Is. Gy- 
rate of exchange will provide a wider margin of safety than Is. 4:d. f 
and though an insurance of this kind will not, in view of our 
recommendation as to the status of the note, be any longer a 
decisive consideration, it constitutes an advantage on the side of the 
Is. Qd. rate. 

212. There is one minor respect in which an advantage is 
claimed for the Is. 4dL rate. At that rate of exchange the sovereign 
is equivalent to precisely 15 rupees, whereas at Is. 6c?. the value of 
the sovereign in Indian currency is Rs. 13 as. 5 ps. 4, a sum 
which would be very inconvenient if the sovereign were to circulate 
as money. This objection, however, will lose much of its force if 
the legal tender character of the sovereign is removed, and it will 
hold good only in regard to accounting, where the Is. 6d. rate will 
involve a recurring decimal in the conversion of pounds into rupees., 
Even this objection is not as strong as it appears at first sight * 
because a crore of rupees will be exactly three-quarters of a million 
pounds. We have been told by Government witnesses that for their 
accounting purposes Is. 6 d. is not at all inconvenient. The 
same is true in respect of commercial transactions. On the whole, 
therefore, the balance of convenience from the point of view of 
accounts seems to be about equal. 

Conclusion 

213. The combined weight of- all the above arguments leaves 
no doubt in our minds as to the right course. It. brings us to the 
conclusion, as already indicated, that the rupee should be stabilised 
in relation to gold at the existing rate of Ls. Qd. The opportunity 
for reversion to the historic rate of Is. 4<r7., if it ever existed, is 
gone; and the best interests of India as a whole now require that 
stability should be achieved without producing those disturbances 
which would be the inevitable consequence of adopting any rate 
but that which is current. 

V.— MISCELLANEOUS RECOMMENDATIONS. 

Means to promote banking development. 

214. Reference has already been made to the importance of 
developing banking and investment facilities, and of finding 
means to encourage the people of India to divert their savings 
to profitable channels of investment. It does not fall within our 
terms of reference to suggest in detail all the measures which 
may be taken to this end. But, since the smooth working of a 
system of currency cannot but be impeded by the existence of large 
stores of currencv in hoards, it is proper for us to urge, and we do 
urge emphatically, that nothing should be left undone which will 
tend to facilitate and encourage banking progress in India. 

215. We are impressed by the great and growing activities of 
the Imperial Bank in the direction of the extension of up-country 
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banking. We note with interest the recommendations on the 
subject of extension of banking facilities which have been mad.® 
by the External Capital Committee. W"e should welcome any steps 
which can be taken in the direction of making an extensive and 
scientific survey of banking conditions in India. In any scheme of 
banking reform that may be planned, we trust that due emphasis 
will be laid on the provision and extension of cheap facilities to the 
public, including banks and bankers, for internal remittance. 

216. Of the other measures which are understood to be under 
consideration, one which appears to us likely to be particularly 
fruitful is the abolition of the present stamp duty on cheques. 
This charge is undoubtedly an obstacle in the way of the develop- 
ment of banking in the country. It probably tends to restrain 
many people from opening current accounts and so making pay- 
ment by cheque instead of cash. A similar duty was at one time 
in force in the United States of America. . It was found to be an 
unsatisfactory restraint upon the use of cheques and upon economy 
in the use of currency, and was abandoned. The abolition of the 
duty in India would hold out some prospect of a ready and wide 
adoption in the bazaars of cheques as a means of payment. This 
would be an appreciable step forward in the development of bank- 
ing, and might well prove an important factor in bringing about a 
profound and still more widespread change in the economic habits 
of the masses. 

Improvement of statistical material. 

217. We have already taken occasion to remark on the absence 
of reliable and scientifically constructed statistics of prices and 
wages, and to recommend that these should be improved. . The 
possession and utilisation of a reliable and reasonably complete 
body of statistical data is an essential of a sound currency system, 
and this is especially the case in a country like India where 
conditions vary so greatly in different parts of the country . It 
would be regrettable if the Reserve Bank should, at its inception, 
be hanicapped by the absence of such an important aid to its 
activities as would be furnished by a full body of statistics. 

VI.— PROCEEDINGS OF THE COMMISSION. 

218. We first assembled at Delhi on the 23rd November, 1925, 
and we took evidence there, at Bombay and at Calcutta. We held 
in India 50 meetings and orally examined 46 witnesses. Amongst 
these were the representatives of 9 Chambers of Commerce. We 
concluded our sittings in India on the 8th January, 1926, and 
reassembled in London on the 1st March, where we heard evidence 
until the 12th May. We held in London over 50 meetings and 
orally examined 17 witnesses. 

219. We wish to record our high appreciation of the ready 
assistance and helpful co-operation which we have received from 
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all witnesses in India and in England, many of whom attended 
at considerable inconvenience to themselvtes. To tbe eminent 
foreign experts who have assisted ns we express onr particular 
thunks. AVe were fortunate in being able to hear, in London, dis- 
tinguished authorities from the TJnited States, who came over 
expressly to assist us, and we have received written evidence from 
others. To them our special thanks are due. 

220. The record of oral evidence, a number of written state- 
ments of evidence, and other relevant documents, are issued 
separately. The number of written statements of evidence received 
was over 135. Considerations of convenience and economy have 
precluded the inclusion in the published volumes of the whole of 
this material. 

VII.— SUMMARY OE RECOMMENDATION'S. 

221. — (i) The ordinary medium of circulation should remain the 
currency note and the silver rupee, and the stability of the currency 
in terms of gold should be secured by making the currency directly 
convertible into gold, but gold should not circulate as money 
(Paragraph 54.) 

(ii) The necessity of unity of policy in the control of currency 
and credit for the achievement of monetary stability involves the 
establishment of a Central Banking system. (Paragraphs 83-85.) 

(iii) The necessity of unity of policy in the control of currency 
new organisation, referred to as the Reserve Bank. (Paragraphs 
89, 90.) 

(iv) Detailed recommendations are made as to the constitution 
(paragraphs 91-102) and functions and capacities of the Bank. 
(Paragraphs 139-164.) 

(v) The outlines of a proposed charter are recommended to give 
effect to the recommendations which concern the Reserve Bank. 
(Paragraphs 139-164.) 

(vi) Subject to the payment of limited dividends and the build- 
ing up of suitable reserve funds, the balance of the profits of the 
Reserve Bank should be paid over to the Government. (Paragraphs 
99, 100.) 

(vii) The Bank should be given the sole right of note issue for 
a period of (say) 25 years. Not later than five years from the date 
of the charter becoming operative, Government notes should cease 
to be legal tender except at Government Treasuries. (Paragraph 
141.) 

(viii) The notes of the Batik should be full legal tender, and 
should be guaranteed by Government. The form and material of 
the note should be subject to the approval of the Governor-General 
in Council. A suggestion is made as to the form of the note. 
(Paragraphs 138, 149, 155.) 

(ix) An obligation should be imposed by statute on the Bank 
to buy and sell gold without limit at rates determined with reference 
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to a fixed gold parity of the rupee but in quantities of not less than 
400 fine ounces, no limitation being imposed as to the purpose for 
which the gold is required. (Paragraphs 59-61, 150, 151.) 

(x) The conditions which are to govern the sale of gold by the 
Sank should be so framed as to free it in normal circumstances 
from the task of supplying gold for non-monetary purposes. The 
method by which this mav be secured is suggested. (Paragraphs 
64, 150.) 

(xi) The legal tender quality of the sovereign and the half- 
sovereign should be removed. (Paragraphs 65, 66.) 

(xii) Government should offer ‘ £ on tap ’ 5 savings certificates 
redeemable in 3 or 5 years in legal tender money or gold at the 
option of the holder. (Paragraphs 67, 68.) 

(xiii) The paper currency should cease to be convertible by law 
into silver coin. It should, however, be the duty of the Bank to 
maintain the free interchangeability of the different forms of legal 
tender currency, and of the Government to supply coin to the Bank 
on demand. (Paragraphs 69-71, 152.) 

(xiv) One-rupee notes should be re-introduced and should be full 
legal tender. (Paragraph 72.) 

(xv) Notes other than the one-rupee note should be legally con- 
vertible into legal tender money, i.e., into notes of smaller 
denominations or silver rupees at the option of the currency 
authority. (Paragraph 73.) 

(xvi) No change should be made in the legal tender character 
of the silver rupee. (Paragraph 74.) 

(xvii) The Paper Currency and Gold Standard Reserves should 
be amalgamated, and the proportions and composition of the com- 
bined Reserve should be fixed by statute. (Paragraphs 75-77.) 

(xviii) The proportional reserve system should be adopted. 
Gold and gold securities should form not less than 40 per cent, 
of the Reserve, subject to a possible temporary reduction, with 
the consent of Government, on payment of a tax. The currency 
authority should strive to work to a reserve ratio of 50 to 60 per 
cent. The gold holding should be raised to 20 per cent, of the 
Reserve as soon as possible and to 25 per cent, within 10 years. 
During this period no favourable opportunity of fortifying the 
gold holding in the Reserve should be allowed to escape. Of the 
gold holding at least one-half should be held in India. (Paragraphs 
78, 79, 181, 132, 153.) 

(xix) The silver holding in the Reserve should be very sub- 
stantially reduced during a transitional period of 10 years. (Para- 
graphs 80, 133-136, 145!) 

(xx) The balance of the Reserve should be held in self-liquidat- 
ing trade bills and Government of India securities. The ff created 
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securities should be replaced bv marketable securities within ten 
years. (Paragraphs 81, 116, 136, 145.) 

(xxi) A figure of Rs. 50 crores has been fixed as the liability 
in respect of the contractibility of the rupee circulation. Recom- 
mendations are made to secure that an amount equal to one-fifth 
of the face value of any increase or decrease in the number of 
silver rupees in issue shall be added to or subtracted from this 
liability, and the balance of profit or loss shall accrue to or be 
borne by the Government revenues. (Paragraphs 82, 120-128, 146- 
148.) 

(xxii) The Issue Department of the Reserve Bank should be 
kept wholly distinct from its Banking Department. (Paragraphs 

(xxiii) The Reserve Bank should be entrusted with all the 
remittance operations of the Government. The Secretary of State 
should furnish in advance periodical information as to his require- 
ments. The Bank should be left free, at its discretion, to employ 
such method or methods of remittance as it may find conducive to 
smooth working. (Paragraphs 103-109, 111, 140.) 

(xxiv) During the transition period the Government should 
publish a weekly return of remittances made. A trial should be 
made of the system of purchase by public tender in India. (Para- 
graph 110.) 

(xxv) The cash balances of the Government (including any 
balances of the Government of India and of the Secretary of State 
outside India), as well as the banking reserves in India of all banks 
operating in India, should be centralised in the hands of the 
Reserve Bank. Section 23 of the Government of India Act should 
be amended accordingly. (Paragraphs 111, 112, 140, 161, 162.) 

(xxvi) The transfer of Reserve assets should take place not later 
than 1st January, 1929, and the Bank’s obligation to buy and sell 
gold should come into operation not later than 1st January, 1931. 
(Paragraph 165.) 

(xxvii) During the transition period the currency authority 
(i.e., the Government until the transfer of Reserve assets and the 
Bank thereafter) should be under an obligation to buy gold and to 
sell gold or gold exchange at its option at the gold points of the 
exchange. This obligation should be embodied in statutory form, 
of which the outline is suggested. (Paragraph 166.) 

(xxviii) Stabilisation of the rupee should be effected forthwith 
at a rate corresponding to an exchange rate of Is. 6<f. (Paragraphs 
168-213.) 

(xxix) The stamp duty on bills of exchange and cheques should 
be abolished. Bill forms, in the English language and the ver- 
nacular in parallel, should be on sale at post offices. (Paragraphs 
116, 216.) 
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(xxx) Measures should be taken to promote the development of 
banking in India. (Paragraph 214.) 

(xxxi) Every effort should be made to remedy the deficiencies 
in the existing body of statistical data. (Paragraph 217.) 


222. TTpon our joint Secretaries, Mr. G. H. Baxter, of the 
India Office, and M.r. A. Ayangar, of the Indian Finance Depart- 
ment, Las fallen the burden of organising our prolonged enquiry 
in India and in Bo ad on. Their task has been performed wit.ii 
signal industry and "ability, and their labours deserve our cordial 
appreciation. 

"We much regret that we were deprived by ill health at an 
early period of our deliberations of the valuable services as Secre- 
tary of A. Y. Y. Aijmr, C.I.E., of the Indian Finance 

Department. 


223. The signatories of this Report other than Sir Purshotamdas 
Thakurdas desire to add the following observations with reference 
to matters dealt with by him in his note of dissent. 

224. We do not accept the historical retrospect in the note of 
dissent, but we have deliberately refrained in our retrospect from 
a detailed survey of the merits or demerits of the management of 
the currency in India since the silver stamiard was abandoned, 
partly because most of the ground had already been traversed by 
our predecessors, but mainly because we do not consider that any 
useful purpose would be served by attempting to apportion praise 
or blame for what is past. Any such attempt would probably result 
in injustice because currency "theory and practice have undergone 
a steady process of evolution during the last quarter of a century, 
and it would be unfair in the light of later experience to condemn 
steps or decisions which were taken before that experience was 
acquired. We have delved in the past merely to the extent neces- 
sary to prepare the ground for future growth. We will only add, 
with reference to the conclusion in paragraph 45 of the note of dis- 
sent, that we do not regard the Government or people of India as 
committed to the principles recommended by the Fowler Committee 
to any greater extent than they stand committed to the principles 
recommended by other committees which have been accepted and 
acted on. We were instructed in our terms of reference to consider 
whether any modifications in the Indian exchange and currency 
system are desirable in the interests of India, and we have held 
ourselves free to^ make any recommendations which appeared to us 
to be desirable in those interests, whether they accord or do not 
accord with principles previously accepted. 

225. In paragraph 53 of the note it is said that “ I am not 
aware that any other countries, with a gold standard, and a central 
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bank as the currency authority, have found it necessary to demonet- 
ise their gold coin We must point out that in countries with g, 
4>°ld bullion standard suck as tkat which we* recommend gold coin 
is demonetised in fact. In Great Britain, for instance, although 
there is gold coin of legal tender there is no means by w hi ch it can 
be obtained as of right. The only gold which can be obtained as 
of right is gold in bars, which are not currency. Thus gold coin 
cannot pass into circulation. This is an essential feature of the 
gold bullion standard to secure the automatic expansion and con- 
traction of currency. 

226. It is suggested in that part of . the dissenting note which 
•deals with a Central Bank for India that no serious curtailment of 
the Imperial Bank’s commercial banking activities need be feared 
if it were entrusted with the functions of a Central Bank. It is 
the unanimous opinion of the Co mm ission that if the sole right of 
note issue were to be entrusted to the Imperial Bank its charter 
would have to be amended to conform precisely to the conditions 
which we recommend. A perusal of these and in particular of 
the business the Bank may and may not do (see Schedule II) 
sufficiently demonstrates that the limitations put upon its business 
would prevent it from transacting the every day commercial bank- 
ing business of the country or from entering into competition with 
the commercial banks in any general sense. We cannot therefore 
associate ourselves with the view that no serious curtailment of the 
Imperial Bank’s commercial banking activities need be appre- 
hended if it were limited to the business which can properly be 
transacted by a Central Bank. Such a limitation of its functions 
would, as we have said, deprive India of an indispensable com- 
-ponent of its banking organisation and would leave a gap which 
could not be filled for many years by the growth of other indigenous 
institutions. ^Neither do we concur in the view that the establish- 
ment of an entirely new Central Bank will either lead to competi- 
tion between it and the Imperial Bank or leaye the Central Bank 
without sufficient scope for the employment of its funds. The 
charter which we recommend will obviate the first objection, while 
the experience of newly established Central Banks in other coun- 
tries does not support the second objection. 

227. As to that part of the note of dissent in which a reversion 
to a 1*. 4d. rate of exchange is advocated, there is no argument 
-thereiii advanced which did not receive our most careful considera- 
tion before we arrived at our conclusions. The case appears to us 
to be fully dealt with in the relevant section of the Report. As to 
that portion of our colleague’s argument which is based upon 
figures and statistics it will be understood that the accuracy and 
the completeness of the figures have not the authority of the Com- 
mission. "We do not agree either with the discrimination which 
ffias been exercised in their choice, or with the inferences and 
-deductions which have* been based thereon. 
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The whole note contains many statements and inferences with; 
which we have not thought it necessary or even relevant to deal, 
hut which we in no way accept. 

jE. HILTON YOUNG- (Chairman). 

R. N. MOOKERJEE. 

NORCOT WARREN. 

R. A. MANT. 

£M. B. DADABHOY. 

HENRY STRAKOSCH. 

ALEX. R. MURRAY. 

PURSHOTAMDAS THAKURDAS. 

J. 0. COYAJEE. 

W. E. PRESTON. 

G. H. BAXTER ) „ 

* ir » -vm i n c secretaries. 

A. AYANGAR ) 

Dated the 1st day of July, 19 26. 


ANNEXE. 


Summary of the Scheme for a Gold Currency referred to in 
Paragraph 33 of the Report. 

The scheme, which was placed before the Commission in evidence by 
the officials of the Finance Department of the Government of India, and 
which is set out in detail in Appendices 5 to 7 (Vol. II of Appendices), 
assumes the transfer of the management of the paper currency, and the 
conduct of the Government’s remittance, to the Imperial Bank of India. 
The estimates and inferences are those of the authors of the scheme, and 
not of the Commission. Rupees are converted at Is. 6 d. 

The eventual position would be : — 

(a) Gold coin and bank notes to be unlimited legal tender, and 
silver rupees up to Rs. 50 only. 

(b) A statutory obligation on Government to give gold coin in. 
exchange for gold bullion. 

(c) A statutory obligation on the Bank to buy gold. 

(d) Bank notes to be payable on demand in gold coin. 

(e) Constitution of the new Reserve to be : — 

(i) Gold holding to be not less than 30 per cent., subject to 
reduction on payment of a tax. 


* Subject to the Minute of Dissent attached hereto. 
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(ii) Gold securities or sterling trade bills to be not less than 
20 per cent. 

(iii) Remaining investments to be Government of India 
securities (not more than 90 erores) and internal trade bills. 

.00 The Bank to undertake to keep the Secretary of State supplied 
■with funds to meet the sterling charges of Government. 

The rupee cannot be limited as legal tender until an opportunity 
-has been given for holders of rupees to convert them into gold. The 
magnitude of this liability is indeterminate, but it is assumed that 
jEts. 110 erores might be presented for conversion by the public. It 
would not be practicable to provide for the immediate conversion of 
such an amount; the following stages are accordingly suggested: — 

. (i) A statutory obligation on Government to sell gold bullion 
(m 400 oz. bars) at par, and to buy gold bullion at par less 
seignorage. 

(ii) As soon as sufficient gold is available, a gold coin should 
be put into circulation, and offered as freely as resources permit, 
but without any definite obligation. (During these earlier stages 
it might be necessary to increase the supply of gold by external 
borrowing.) 

(iii) After, say, five years, the liability to give gold coin in 
exchange for notes or rupees, and also for gold bullion on payment 
of seignorage, should be imposed. 

(iv) After a further (say) five years the silver rupee should be 

made legal fender for sums up to a small fixed amount only (say, 

Rs. 50). 

During the transition period, it is assumed that the total of gold and 
gold securities in the Reserve may be allowed to fall as low as 30 per cent. 

The Government would have for disposal some 200 erores of silver 

rupees (110 erores presented for conversion, plus about 90 already in the 
Reserve). This quantity represents about 687 million fine ozs. of silver, 
i.e., nearly three times the world’s annual production. It would be 

necessary to spread the sales over a fairly long period. It is assumed, in 
'estimating the cost of the scheme, that they might be spread evenly over 
a period of ten years. The average price obtained may be expected to be 
not less than 24 d. per standard ounce. 

The amount of gold required (on the basis of a note issue of 1891- erores) 
for introducing the scheme in all its stages would be : Rs. 27'2 erores 
additional for the Reserve, plus Rs. 110 erores for the conversion of rupees; 
total, Rs. 137-2 erores, or £103 millions. 

It may be assumed that about £15 millions of gold would be required 
at the time of initiation of stage (i), a further £35 millions within a year, 
and the remaining £53 millions over a period of 10 years. 

The cost of the scheme is estimated by its authors at about Rs. If 
erores per annum during the first five years and thereafter from two-thirds 
-of a crore to 1*12 crore. 


SCHEDULE I. 

(Paragraph 64 of Report.) 

"Note on the Method of Computing the Buying and Selling Rates for 

Gold. 

1. The circumstances in which gold flows out of and into a Central 
Bank, for purely monetary reasons, in a country which has adopted the 
gold bullion standard are as follows : - — 

Gold will be withdrawn from the Central Bank only when the rate 
of exchange between the domestic currency and the currency of another 
cr old standard country has reached a point at which it becomes profit- 
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able to individuals to ship it to the other country, sell it there 
to the currency authority at its statutory price and employ the 
proceeds for obtaining their domestic currency. On the other hand, 
gold will be sold to the Central Bank only when the rate of exchange, 
between the domestic currency and the foreign currency has reached 
a point at which it becomes profitable to individuals to convert it 
into the foreign currency, to buy with it, from the foreign currency 
authority, gold at the statutory price, ship the gold to their own 
country, and there present it to the Central Bank for reconversion 
into the domestic currency. These conditions will be reached when the: 
domestic currency varies from its par value by an amount equal to the 
cost of shipping it to or from the foreign gold centre . 

2. This may conveniently be expressed as follows, using illustratively 
the particular case of rupees and sterling : — * 

Let x denote the number of rupeest required to buy in Bombay a 
telegraphic transfer on London for the sterling equivalent of one tola, 
of fine gold. 

Let p denote, in rupees per tola of fine gold, the gold par value laid, 
down for the rupee. 

Let n denote in rupees the cost (including packing, freight, insurance,, 
and loss of interest m transit) of shipping one tola of fine gold from. 
London to Bombay. 

Then gold will be withdrawn from the Central Bank, and shipped 
abroad, when 

x is greater than (p-i-n); 

and gold will be imported, and sold to the Central Bank, when 

x is less than (p — n). 

When x lies between Op + n) and (p— n) 9 i.e when the rate of exchange 
lies between the “ gold points ”, it is not profitable for individuals,, 
for purely monetary purposes , to withdraw gold from the Bank or to. 
import and sell it to the Bank. 

3. It eannot be assumed that, in the case of India, gold movements, 
can be confined to those for purely monetary purposes ; unless, therefore, 
the Central Bank is relieved of the necessity of supplying gold within the 
two gold points of the exchange, it would be exposed to a constant drain 
upon its gold reserves for purposes other than those for which they are 
held. The gold and gold security reserves of a Central Note-Issuing "Bank 
serve the purpose of rectifying a temporary disequilibrium in the balance* 
of foreign payments. They are held to enable external obligations to be dis- 
charged pending an adjustment being achieved (by an appropriate credit, 
policy) of the value of the currency to its paritv with gold. The reserves 
exist to assure the maintenance at parity with gold of the purchasing power 
of the monetary unit, i.e., to meet purely monetary needs. It is evident 
that, if they can be drawn upon in the ordinary course to satisfy non- 
monetary purposes to anything but a minor extent, the Bank’s primary 
task, viz to maintain the external value of the currency, will be jeopardised. 
To avmd having its gold reserves depleted in these circumstances, and to* 
replenish them xvhen a drain occurs, the Bank has at its command but. 
one weapon, that is credit control. It would have to follow a more or less 
permanent policy of so restricting the monetary circulation by a contrac- 
tion of credit as to cause the rupee to appreciate beyond the upper gold 
point of the exchange. That is the onlv way in which gold can be attracted 
from abroad to make good the loss of reserves due to an internal drain. 
It is obvious that such a state of things would have highly injurious 
reactions on the internal economy of India, and should consequently be* 
avoided. 

4. London is undoubtedly the most convenient gold centre for India. 
Not only is the currency of Great Britain freely convertible into gold 


* For the purpose of this generalised statement, the small difference 
between the Bank of England’s buying and selling prices for gold may be 
ignored. 

+ 7.e., the rate of exchange, here expressed in a somewhat unfamiliar 
manner m order to relate all the expressions to a given weight of fine- 
gold. 
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at statutory prices and exportable in that form, hut there is also an exten- 
sive bullion market. London is India’s clearing house for her foreign com-, 
mercial and financial transactions, and the available means of communi-. 
cation are such as to assure the movement of gold to and from India to be 
less subject to uncertainties than would be the case if any other of the- 
great gold centres were chosen. 


In what follows it has therefore been assumed that London will be* 
treated as the gold centre in relation to which the appropriate buying and 
selling rates for India will be calculated. 

5. It is reouired so to frame the Bank’s obligation to sell gold as to* 
make it unprofitable for gold to be bought from it except in circumstances, 
in which it would be profitable to do so for purely monetary purposes. 

6 . Reverting to the symbols employed in . paragraph 2 above, the rupee 
equivalent of the price of gold in the gold centre (London) is x rupees per 
tola. So that, when x = p-\-n ( i.e ., the exchange is just within the gold 
points), the price of gold in London = (p 4 - n) rupees per tola. The cost, 
of shipping being n rupees per tola, the cost of laying down in Bombay 
gold from London will then be (p + 2n) rupees per tola. It follows, that the 
lowest rate at which the Central Bank can safely sell gold, when exchange* 
is within the gold points, is (p + 2 n) rupees per tola, for delivery in Bombay,, 
or (p+n) rupees per tola, for delivery in London. 

7. Value of n . — The following table gives the various elements that 
enter into the value of n, taking London as the foreign centre. (For 
purposes of comparison the corresponding figures for two other centres 
are also given.) 


— 

From London ex 
Bank of England 
or to T ondon 'Bank 
of England). 

From South j 
Africa ex 
Durban. 

1 

From New 
York ex Mint. 



Per cent. 

Per cent. 

Per cent. 



8. 

8* f/. 

s. d - 

freight * 

• * 

15 0 

12 6 

10 0 

Insurance 

* • 

2 3 

1 3 

3 25 

Packing, etc. 


0 3 

0 3 

— 

Mint charges 


— 

— 

1 2-5 

Bank charges 

1 

— 

— 

— 0 6 

Total transport charges 

. . 

17 6 

14 C 

14 11 

nterest at 5 per cent, for period 
of transit, 2i days between 
London or P urban and Bombay 
and 35 days between New York 
and Bombay. 

5® 9 

5 9 

9 7 


The cost of transi 3 ort, etc., expressed as a percentage of the cost of gold 
at the foreign centre, and taking London as the foreign centre, is tliu&: 
23s. 3d. per cent. = 1*1625 per cent. 

8 . Buying rate for gold.-— ; 

1 tola of fine gold = 180 grains of fine gold. 

480 grains of fine gold = 1 oz. of fine gold. 

1 oz. of fine gold = 84*5. ll*45d. (price per fine oz. correspond- 
ing to Bank of England’s selling price- 

of 77s. I0'5d. per standard oz.). 

1 rupee (par of exchange). 


Is. 6 cL 
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.*, 1 tola of fine gold 


_ 180 x 84a, ll*45d. 

480 x Is. 6d. 

= Rs. 21-3-10 (approx.) =Rs. 21*239583. 


9. Selling rates for gold. — When the telegraphic transfer rate on London 
is at or above the upper gold point (see table below), the selling rate, 
for delivery Bombay, is the same as the buying rate, vie. ; Rs. 21-3-10 per 
tola of fine gold. 

When the telegraphic transfer rate on London is below the upper gold 
point, the selling rate, 

(a) for delivery London, is : — 

Rs. 21-3-10 + cost of transport, etc. 

= Rs. 21-3-10 + 1*1625 per cent, of Rs. 21-3-10 
== Rs. 21-7-9 (approx.) =Rs. 21*484375. 

(b) for delivery Bombay, is : — 

Rs. 21-3-10 + twice cost of transport, etc. 

== Rs. 21-3-10 + 2*325 per cent, of Rs. 21-3-10 
= Rs. 21-11-9 (approx.). 


10. The Gold Points . — 


Reserve Bant selling 

price (London). 

Bank of England 
buying price.* 
Reserve Bant buying 
price (Bombay). 

Cost in Bombay of gold 
ex Bant of England, f 



21*484375x480 
4*240909 x 180 



13*50929 rupees to £1 
= 17*76555<2. per rupee 
(say, 17fj‘y3.). 


21*239583X480 1 
4*297221 x 180 


13*18035 rupees to £1 
=18*20893(7. per rupee 
(say, 18-^^(7,). - 


SCHEDULE II. 

(Paragraphs 102 and 163 of Report.) 

Business op the Resebvb Bank. 

"Business which the Bank should he authorised to carry on and to transact. 

The several kinds of business which tbe Bank should be authorised to 
carry on and to transact are specified below: — 

(1) It may make and issue bank notes. 

(2) It may accept money on deposit on current account from and collect 
money for the Government of Indian Provincial Governments, banks and 
bankers. 

(3) (a) It may buy, sell, or rediscount bills of exchange, promissory 
notes, or other commercial paper, arising out of bond fide commercial or 
trade transactions, bearing two or more good signatures, one of which 
must be that of a bank or banker, and having a maturity not exceeding - 
90 days, payable in India. 

(b) It may buy, sell, or rediscount, to an amount not exceeding 20 per 
cent, of the bank’s total discounts, bills of exchange, promissory notes, 
or other commercial paper, bearing two or more good signatures one of 
which must be that of a bank or banker, drawn or issued in respect of 
current transactions for agricultural purposes, and having a maturity not 
exceeding six months. 

* Price per fine ounce corresponding to Bank of England buying price of 
77 s. 9 d. per standard ounce. 

t Price per fine ounce corresponding to Bank of England selling price 
of 77s. 1043. per standard ounce, plus a percentage to cover transport 
charges and interest during transit. 
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(c) It^ may buy, sell, or rediscount bills of exchange and promissory 
notes, with a maturity not exceeding 90 days, bearing the endorsement of 
a bank, issued or drawn for the purpose of carrying or trading in Govern* 
ment of India securities. 

(d) It may buy and sell securities of the Government of India, or of a 
Provincial Government or a local authority in India, having not more than 
six months to run, provided that the amount of such securities held does 
not, in the aggregate, exceed at any time an amount equal to 25 per 
cent, of the liabilities of the banking department in respect of deposits. 

(4) It may make loans or advances for fixed periods not exceeding 90 
days against the security of : — 

(a) Stocks, funds and securities (other than immoveable property) 
in which a trustee is authorised to invest trust money by any Act or 
Parliament or by any Act of the Governor General in Council. 

( b ) Gold coin and bullion or the documents relating to the shipment 
or storage thereof. 

(c) Such notes, drafts, bills of exchange and bankers’ acceptances 
as are eligible for purchase or rediscount by the bank (but advances 
against securities specified in (3) (6) shall "not exceed 20 per cent, 
of the total advances made by the bank). 

(d) Such foreign drafts and acceptances as are eligible for purchase 
by the bank and are referred to in clause (6). 

(5) It may make advances to the Government of India for Ways and 
Means purposes, provided that the whole of the advances is repaid not 
later than at the end of the quarter following the close of the fiscal year 
in respect of which the advances were made. 

(6) It may buy from and sell to hanks, bankers, and parties approved 
by the Central Board of the bank, in amounts of not less than the- 
equivalent of Rs. 1 lakh, transfers by telegram or letter, sight drafts, 
trade acceptances, bankers’ acceptances, and bills of exchange (including; 
treasury hills), drawn in or on places in such foreign countries as adhere 
to the gold or gold exchange standard, of a maturity not exceeding 90 
days, and it may keep in such foreign countries credit balances with 
banks or bankers. 

(7) (a) It may invest # a sum, not exceeding its paid-up capital and 
reserve, in securities, having not more than 5 years to run, of the Govern- 
ment or India, or other Governments, provided that the capital and interest 
of such latter securities are payable in gold or a currency which by statute 
is convertible into gold. 

(b) It may invest its staff and superannuation funds in securities of. 
the Government of India of any maturity. 

(8) It may buy and sell all securities which are eligible as, and utilised 
for, the cover of the note issue, as defined in the clause dealing with the 
conditions governing the issue of notes by the hank. 

(9) It may issue demand drafts and make, issue and circulate bank post, 
bills made payable on its own branches. 

(10) It may accept the custody and management of moneys, seeurities- 
and other articles of value. 

(11) It may sell and realise all property, whether moveable or immove- 
able, which may in any way come into the possession of the bank in satis- - 
faction, or part satisfaction, of any of its claims. 

(12) It may act as agent for the Government of India and Provincial 
Governments in the transaction of the following kinds of business, viz . ; — 

(a) The buying and selling of precious metals. 

(&) The buying, selling, transferring and taking charge of any bills- 
of exchange securities or any shares in any public company. 

(c) The receiving of the proceeds, whether principal interest or divi- 
dends, of any securities or shares. 

(d) The remittance of such proceeds, at the risk of the principal, 
by public or private hills of exchange payable either in India or else- 
where. 

(13) It may buy and sell gold whether coined or uncoined. 
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(14) It may open accounts in foreign countries, and act as agent or 
correspondent of any bank carrying on business in or outside India. 

(15) Generally, it may do all such matters and things as may be inci- 
dental or subsidiary to the transacting of the various kinds of business 
.hereinbefore specified. 

Business which the Bank should not be authorised to carry on or to transact. 

The kinds of business which the Bank should not, be authorised to carry 
•on or to transact are the following: — 

(1) It shall not engage in trade, or otherwise have a direct interest in 
•any commercial, industrial, or other undertaking, save interests which 
.may in any way come into the possession of the bank in satisfaction, or 
part satisfaction, of any of its claims, provided that these interests are 
■disposed of at the earliest possible moment. 

(2) It shall not purchase its own shares, or the shares of any other 
.bank or corporation, or grant loans upon the security of the same. 

(3) It shall not advance money on mortgage of fixed property, or on 
.notarial or other bond, or cession thereof, or become the owner of fixed 
.property except so far as is necessary for its own business premises. 

(4) It shall not make unsecured loans or advances. 

(5) It shall not draw or accept bills payable otherwise than on demand. 

(6) It shall not accept money on deposit for a fixed term, or allow 
.interest on credit balances. 


SCHEDULE III. 

(Paragraph 145 of Report.) 

Note showing the effect of the Commission’s proposals on the 

CONSTITUTION AND WORKING OF THE RESERVES. 

( For purposes of this Note, gold and sterling have been converted 

at Is. 6d. per Rupee.) 

1. The following is (in aggregate) the constitution of the present Paper 
‘Currency and Gold Standard Reserves as on the 30th April, 1926 : — 

Liabilities Rs. crores. Assets. Rs. crores. 

Note issue . . - 185 Silver .... 85 

Rupee redemption . . Rupee securities . . 57 

Sterling securities . . 81 

Gold .... 30 


253 


2. Under the scheme outlined in the Report the following changes are 
contemplated : — 

(1) Liabilities. — Initial liabilities will include Rs. 50 croresf in respect 
of the rupee circulation (inclusive of the rupees retained in Reserve). 
Future liabilities will be increased by the full amount of further note 
issues. (Paragraph 146 of Report.) 

(2) Assets. — (a) Gold and gold securities will be 40 per cent, of 
liabilities (minimum) from outset. 

(b) Gold will eventually be 25 per cent, of liabilities (minimum), to 
be attained by the following stages : not less than 20 per cent, after 
5 years, and not less than 25 per cent, after 10 years; with a minimum 
Co ver riding) of 30 crores. 

* The amount of the Gold Standard Reserve, -whose functions include 
this liability, is Rs. 53J crores. 

t This figure may be subsequently increased or decreased, according as 
there is a net absorption of rupees or a net return from circulation. (See 
paragraph 3 (c) of this Schedule.) 
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<c) Rupee securities will be not more than 25 per cent, of liabilities, 
with a maximum (overriding) of 50 crores. 

( d ) Rupee coin will not be held in excess of the maxima set out 
below : — 


To end of 3rd year .... 
From end. of 3rd. to end of 6th year 
From end of 6th to end of 10th year 
From end of 10th year 


Crores. 


70 

50 

35 

25 


i 


or 10 per cent.- of 
liabilities which- 
ever is greater. 


(Paragraph 145 of Report.) 

-3- The following transitory provisions have been recommended : — 

(a) In order to carry out provisions (c) and (d) above, and to enable 
the new Bank to show in the opening accounts of its Issue Department 
a reserve ratio of gold and gold securities to liabilities of not less 
than 50 per cent, (i.e., to show a good margin.' above the minimum 
requirement), the Government of India should replace 7* crores of 
their created rupee securities by gold securities. If the Government 
should find it difficult to do so immediately they may be allowed to 
replace such rupee securities by 7* crores of Government of India 
sterling Treasury Bills (created ad hoc), these to be replaced within 2 
years by gold securities of the kinds laid down elsewhere as eligible 
to be held in the Reserve. (Paragraph 145 of Report.) 

(b) The surplus of 18* crores in assets at the outset should be retained 
by Government in the form of silver, including the whole of the silver 
bullion, the balance being in silver coin. The Government should not 
re-issue (except to the Bank on demand) this coin or any rupee coin 
delivered by the Bank subsequently as redundant, vide (c) below. (Para- 
graphs 145 and 148 of Report.) 

(c) The Bank should have the right to deliver to the Government 
redundant rupee coin in Reserve, i.e., any rupees coming into the 
Reserve in excess of the maxima stated in paragraph 2 (d) above. 
The Government would pay for every Rs. 5 thus received in coin Rs. 4 
in notes, gold or gold securities, the Bank writing off the difference, 
of Re. 1, by a reduction of the figure of rupee redemption liability. 
(Paragraph 147 of Report.) 

The reverse procedure would be followed when rupees were delivered 
by the Government to the Bank on demand. 

4. As a result of these proposals the constitution of the Reserve would 
at the outset* be as follows : — • 


Liabilities . 


Assets. 



Note issue 

Rupee redemption - 

185 
. 50 

Silver coin 

Rupee securities . 
Gold securities 

Gold 

. 67 

. 50 

. 88") 
. 30 3 

118 = 
50% 


235 


230 



‘Gold and sterling securities would thus be 50 per cent, of total liabili- 
ties; and the Bank would be enabled, without overstepping the minimum 
statutory reserve ratio, to issue further notes against bills to the maximum 
•of 60 crores. 


* These figures, and those in the table in paragraph 4, are based upon 
the composition of the Reserves as in paragraph 1 above. They will require 
modification if the composition is different at the time of transfer. 
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SCHEDULE IV. 

(Paragraph 157 of Report.) 

. Suggested form foe Presentation of the Reserve Bank’s Accounts. 

Reserve Bank of India. 

An Account pursuant to the Reserve Bank of India Charter Act, 19 
for the week ending on the day of 

Issue Department. 


Liabilities. 

Bank Notes held in the 
Banking Department . 
Bank Notes in circulation . 
Total Bank Notes issued 
Government of India Notes 
in circulation 
Rupee redemption 


Rs. 


Assets. 

Rs. 

Rupee coin 

Government of India rupee 
securities . 

Domestic Bills of Exchange. 

Gold securities . . . 

Gold specie or bullion 


Ratio of gold and gold securities to liabilities, 
Dated the day of 19 

Banking Department. 


per cent. 
Chief Cashier. 


Liabilities. 

Rs. 

Capital paid up 

Reserve .... 

Deposits — 

(a) Government 

(b) Bankers 

(c) Others 
Bills payable 
Other liabilities 


Assets. 

Rs. 

Notes ... 

Silver rupee coin 
Subsidiary coin 
Bills discounted — 

(а) Domestic 

(б) Foreign 

(c) Government of India 
Treasury Bills . 

Balances held abroad . 

Loans and advances to the 
Government 

Other loans and Advances . 

Investments 

Other Assets 


Dated the 


dav of 


19 


Chief Cashier. 


SCHEDULE V. 

(Paragraph 166 of Report.) 

Suggested Outline Form of the Statutory Provisions to be in Force 

during the Period of Transition. 

1 • The Government of India shall receive from any person making a 
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Controller of the Currency, Bombay, or at any other office of the Govern- 
ment which may be notified for the purpose in the Gazette of India, gold 
in the form of bars containing approximately 400 fine ozs., in exchange 
for legal tender money, at the rate of Us. 21-3-10 per tola of fine gold, 
subject to conditions to be notified in the Gazette of India. 

2. The Government of India shall sell to any person in India who makes 
a demand in that behalf at the Office of the Controller of the Currency, 
Calcutta, or the Deputy Controller of the Currency, Bombay, or at any 
other office of the Government which may be notified for the purpose in 
the Gazette of India, and pays the purchase price in any legal tender 
money, gold for delivery at Bombay at the rate of Rs. 21-3-10 per tola 
of fine gold or at the option of the Government an equivalent amount 
of gold exchange (as defined below) payable in a country or countries 
outside India maintaining a free gold market and approved by the Governor 
General in Council subject to the condition that no single demand for 
gold or gold exchange shall represent a less value in gold than approximately 
400 fine ozs. 

The “ equivalent amount of gold exchange ” referred to shall be a sum 
in foreign currency calculated by the Government of India to represent 
the standard price of one tola of fine gold in the country outside India 
concerned less an amount representing the normal charges of a remittance 
of gold bullion from India to the country concerned. For this purpose the 
Government shall notify in the Gazette of India the country or countries 
upon any one of which, at the choice of the purchaser, gold exchange will 
be issued, and the rates of gold exchange. 

Note. — The provision as drafted above is intended to relate to the period 
during which the Government of India remains the currency authority. 
From the date when the control of the currency is transferred to the 
Reserve Bank to the date when the Bank assumes the final obligation to 
buy and sell gold, a statutory provision imposing similar obligations on 
the Bank should be put into force, with the requisite modifications. There 
should then be a proviso that the notifications as to the conditions of 
purchase of gold, as to the rates of gold exchange, and as to the country 
or countries upon which gold exchange will be issued, should be subject to 
the previous approval of the Governor General in Council. 


NOTE BY SIR NORCOT WARREN. 

Whilst joining in the recommendations of this Report, and advocating 
them without reservation, I wish to avoid any possibility of misconcep- 
tion by expressly stating that I do so in my personal capacity as a member 
of the Commission, and not in any representative capacity on behalf of 
the Imperial Bank of India. As a member of the Commission, my duty, 
which is wholly towards the public, is separate and distinct from my duty 
towards the Institution of which I am a Managing Governor. It will there- 
fore be understood that by making these recommendations in so far as they 
may affect the Imperial Bank of India, I have neither the desire nor the 
capacity to commit that Bank. 

NORCOT WARREN. 


MINUTE OF DISSENT BY SIR PURSHOTAMDAS THAKURDAS. 

I have signed the Report subject to the following Minute of Dissent. 

I. HISTORICAL RETROSPECT. 

1. My colleagues state in paragraph 11 of the Report that the stability 
of the gold value of the rupee is “ based upon nothing more substantial 
than a policy of the Government, and at present that policy can be found 
defined in no notification or undertaking by the Government. It has to he 
implied from the acts of the Government in relation to the currency, and 
those acts are subject to no statutory regulation or control 
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2. With this I entirely agree. But it is necessary to enquire whether 
the currency system and practice as developed* constitute a material, 
departure from the main principles of the policy laid down 27 years ago, 
accepted by Government* and still binding on them* and if so* whether 
such departure was made either with the consent of representatives of 
the people, or with the approval of the Government of India* who wei*e 
best able to judge of India’s requirements. 

3. The present currency system in India, as referred to us, starts with 
the closing of the Indian mints to free coinage of silver in 1893* and the* 
recommendations of the Fowler Committee to link the rupee to gold,, 
making the former a token coin for internal circulation. There have been 
one Royal Commission and one Committee since the Fowler Committee^ 
reported* and both give a history of the currency system of India since 
1898. Whilst anxious, therefore, not to duplicate the historical facts 
by repeating them here, I feel it incumbent upon me, for a full elucida- 
tion of the problem before us, to summarise the history of the Indian 
currency system since 1898, by quoting the revelant despatches between 
the Government of India and the Secretary of State for India* with refer- 
ence to each important aspect of the working of the Fowler recommendations*, 
and the official policy supposed to have been based thereon. 

4. Till 1893, India had a silver standard with free coinage of silver, 
and the rupee was a full value silver coin. Owing to the discarding of 
silver as a standard of value in leading countries in rhe West after the 
Franco-German War, wild fluctuations took place in the rates of exchange 
between India and gold standard countries. In response to a widespread 
general feeling amongst the organised sections of the commercial community 
in India, the Government of India proposed to the Secretai'y of State 
the stopping of the free coinage of silver with a view to the introduction 
of a gold standard. The Herschell Committee* to whom the proposal wan 
referred for investigation and report, approved of the Government of 
India’s proposals, with certain modifications. The recommendations of 
that Committee were accepted* by Her Majesty’s Government; and in 
1898 the Fowler Committee was appointed to consider and report on 4 4 the 
proposals of the Government of India for making effective the policy 
adopted by Her Majesty’s Government in 1893 and initiated in June of 
that year by the closing of the Indian Mints to what is known as the free 
coinage of silver. That policy had for its declared object the establishment, 
of a gold standard in India ”.+ 


The Fowler 'Recommendations . 

5. The Fowler Committee “looking forward ... to the effective 
establishment in India of a gold standard and currency based on the 
principles of the free inflow and outflow of gold recommended that: — 

(1) The Indian Mints should continue closed to the unrestricted 
coinage of silver and should be opened to the unrestricted coinage of 
gold. 

(2) The sovereign should be made legal tender and a current coin. 

(3) The ratio between the rupee jmd the pound sterling should be* 
Rs. 15 to the pound, i.e., the exchange value of the rupee should be 
1$. 4d. 

(4) No legal obligation to give gold for rupees for merely internal 
purposes should be accepted ; but 


* Note. — See Notifications of 26th June* 1893* whereby arrangements 
were made for : — 


(1) The receipt of gold at the rate of 7-53344 grains of fine gold per 

rupee. 

(2) The acceptance of sovereigns at *Rs. 15. 

(3) The issue of currency notes in exchange for sovereigns or gold 

J>P- 66 > 67 > East India— Mint for Gold Coinage, 
1913* No. 495.) 


t Fowler Committee Report , para, 1. 

I Fowler Committee Report* para. 54. 
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(5) The profit on the coinage of rupees should be held in gold as 
;a special reserve and made ireeiy* available for foreign remittances 
whenever exchange fell below gold specie point. 

(6) The Government should continue to give rupees for gold, but 
fresh rupees should not be coined until the proportion of gold in the 
currency was found to exceed the requirements of the public. 

These recommendations were accepted cc without qualification ” by the 
Secretary of State, who on the 25th of July, 1899, iC requested the Govern- 
ment of India to make preparation for the coinage of gold 


(i) Gonn CtTBUENCY. 

First Stage: 1899 to 1902 . 

6. On the 31st of July 1899 the Viceroy telegraphed to the Secretary 
<of State that the Government of India were preparing for the coinage of 
gold. The subsequent history of this essential project of a gold mint is 
recorded by the Government of India in their Despatch No. 110, of the 
16th of May, 1912 : — 

ic (5) The Government of India put forward definite proposals for 
establishing in the Bombay Mint a branch of the Royal Mint for the 
coinage of sovereigns. A proclamation to effect this object was drafted, 
and received the approval of the Lords Commissioners of the Treasury. 
Meanwhile, difficulties had arisen regarding a number of administrative 
details connected with the establishment of the proposed branch mint. 
'These difficulties occasioned much correspondence between the Secretary 
-of State, the Treasury, and the Government of India, and the latter 
-expressed their willingness throughout to carry out the requirements of 
the authorities of the Royal Mint. In May 1901 the Mint authorities 
expressed themselves as satisfied, but the Lords Commissioners of the 
'Treasury, for the reasons given in their letters, No. 8239, dated the 22nd 
of May 1901 and No. 10489, dated the 9th of July 1901, copies of which 
were forwarded with Lord George Hamilton’s Despatch, No. 130, dated the 
‘26th of July 1901, invited the Secretary of State to reconsider the whole 
question. They admitted that the original decision to coin sovereigns in 
India was a wise one, as indicative of the determination of the Govern- 
ment of India to adhere to a gold standard^ and of their intention to take 
practical measures to establish it. They pointed out, however, that subse- 
quent experience had shown that the gold standard was already firmly 
established in the public confidence, that sovereigns were being readily 
attracted to India whenever required, and that there was no reason for 
believing that the position of the goH standard in India would be 
strengthened, or public confidence in the intentions of the Government of 
India confirmed, by the mere provision of machinery for the manufacture 
of gold coins in the country. They further pointed out the practical diffi- 
culties in the way of the establishment of a branch of the Royal Mint 
in India, an arrangement which they described as anomalous, and likely 
in practice to give rise to inconvenience and possible friction. 

cc (6) TJpon receipt of the views of the Lords Commissioners, the Govern- 
ment of India decided, for the time being, not to preserve with the pro- 
posals. In their despatch of the 2£>th of December 1902 they refrained 
from expressing any agreement or disagreement with the reasons advanced 
by the Treasury. But they had ascertained that the chief Indian Mining 
Companies had made arrangements for the regular sale of their gold out- 
side the country, and that they were unlikely to alter those arrangements 
at an early date. In the absence of an assurance that a steady supply 
*of Indian ’gold would be available for minting. Lord Curzon’s Government 
preferred to drop the scheme, at the same time expressing their willingness 
to revive it should conditions change. 

u (7) No public explanation was given in India of this sudden recession 
from what had hitherto been regarded as an essential feature of the currency 
policy inaugurated in 1893 and definitely established on the recommendations 
of the Currency Committee of 1898 . . . . n 


* Paras. 6 and 7, p. 8, East India — Mint for Gold Coinage, 3 913, No. 49 5* 
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7. It is necessary to note here that this decision followed the failure of 
the Government’s attempt to issue sovereigns in 1900 owing to famine condi- 
tions,* when, because of the low purchasing power then prevailing through- 
out India, the sovereign was an unsuitable form of currency. 

Second Stage: 1909-1910 . 

8. In 1909, the Government of India in their despatch No. 236 of the 

30th of September 1909 applied to the Secretary of State for a holding of 
about £9 million liquid gold in tie Paper Currency Reserve, in order to 
make a gold currency possible. They stated in Paragraph 8 of that 
despatch that the popularity of the sovereign was rapidly increasing till 
checked by the crisis of 1907-08, and that sovereigns were actually changing 
tc hands at a premium even in the chief commercial centres of the country, 
while for ordinary purposes they are practically unobtainable They 
also urged in the same despatch : “ We are of opinion that you should 

stay further drawings other than those required for ways and means pur- 
poses, for if further trade demand for money be genuine, the result mush 
then be that gold will come out to us in India'/’ (Paragraph 10.) 

9. The Secretary of State by his despatch No. 25 of the 18th February 
1910, Paragraph 4, rejected these suggestions of the Government of India 
on the ground that they u might cause the periodical recurrence of string- 
ency in the London money market He also refused, bj^ Paragraph 6 of 
his despatch, to allow the Government of India to publish the correspondence 
with him on the subject. 


Third Stage: 1912-1918 . 

10. In 1912, the Government of India again urged the opening of a 
branch of the Royal Mint in India by their despatch No. 110 of the 16th 
of May 1912. This despatch gives a full history of the gold mint question 
from 1899 to 1912, and meets the various arguments that are advanced 
against a gold currency in India. The Secretary of State forthwith got 
in touch with the Treasury on the 27th of June 1912, and the latter by 
their reply of the 8th of August 1912, intimated that the Lords Commis- 
sioners of His Majesty’s Treasury “ are prepared to co-operate in giving 
effect to the proposal'” but regret that they are “ quite unable to agree 
to any scheme involving divided control The Secretaiy of State, by 
his despatch No. 139 of the 18th of October 1912 communicated the Trea- 
sury’s reply to the Government of India, pointing out in Paragraph 3 the 
two alternatives offered by them. In Paragraph 5 of his despatch he inti- 
mated to the Government of India that if both the alternatives “ are 
dismissed, it will remain to consider whether it is desirable to produce at 
one of the Indian Mints a separate Indian gold coin of the denomination 
of, say, Rs. 10 ; this course would be inexpensive and^ would avoid the 
interference of the British authorities in your general coinage operations 
He added that he would be prepared “ to sanction the issue of such a 
coin 

11. On the 20th of January 1913, the Government of India in a telegram 

said : “ As you anticipated, we do not favour either of the alternatives- 

offered by the Treasury. We therefore accept your offer to sanction the 
issue of a separate India gold coin of the denomination of Rs. 10. We. 
shall submit our proposals as to details of the coinage in due course.” 
Thereafter a it appears from Sir Lionel Abrahams’ evidence before the 
Chamberlain Commission (Q. 1143) that discussion took place as to the dates 
on which “ it would be desirable to make an announcement On the 24th 
January, however, the Secretary of State suggested that, “ before any final 
decision was taken, the usual procedure for eliciting public opinion in" India 
should be followed ”. It need only be recalled here that in their despatch 
of the 16th of May 1912 the Government of India had stated that tc it was 
not until last year, when a resolution was moved in the Imperial Legislative 
Council by Sir Vithaldas Thaekersey, that the Government of India were- 
formally invited to revive the proposals which had so nearly reached 
fruition a decade previously, and to embark on the coinage of "gold. The 
discussion -thus started has been vigorously taken ud by the Press and by 
commercial interests both in India and England, and tlie whole subject has 


* Chamberlain Commission Report, para. 25. p. 10. 
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been thoroughly ventilated in a manner which makes any special reference 
to mercantile bodies in this country unnecessary The Secretary of State 
informed the Government of India on the 14th of February that the Royal 
Commission, by that time proposed, ec would inquire inter alia into the 
Indian currency administration On the 10th of April the Government of 
India wrote that “ the only possible course now ” was to leave the question 
of the gold .coinage for the Commission to decide. 

Fourth Stage: Wartime Coinage . 

During the War, the Bombay Mint was made a branch of the Royal Mint 
for the coinage of sovereigns for a short period, Later on, when some 
technical difficulties arose in this connection, the Bombay Mint coined gold 
mohurs of the weight and fineness of the sovereign. Tte Babington-Smith 
Committee, in Paragraphs 66 and 67 of their Report, recommended “ that 
the branch of the Royal Mint which was opened in Bombay during the 
war for the coinage of sovereigns and half-sovereigns and has since been 
temporarily closed, should be re-opened, and that arrangements similar to 
those in force in the United Kingdom should be made for the receipt of 
gold bullion from the public for coinage. The ^Government of India should 
announce its readiness to receive gold bullion from the public, whether 

refined or not, and to issue gold coin in exchange at the rate of one 

sovereign for 113-0016 grains of fine gold, subject to a small coinage charge ”, 

Fifth Stage: Post-ivar Guarantee. 

13. On the 24th of January 1922, Sir Malcolm Hailey, then Finance 
Member, spoke as follows in the Legislative Assembly, on a resolution 
moved by the late Sir Vithaldas D. Thackersey on the subject of Currency 
and Exchange : — 

“ Now, Sir, let me turn to the second part of the Resolution. It pro- 
poses that the suggested Committee should consider the question of opening 

the Indian Mints to the free coinage of gold. Now, I must really assume 
that my Honourable friend. Sir Vithaldas Thackersey, expert as he is in 
these questions, has really included this in his Resolutions to satisfy the feel- 
ings of some of his friends, rather than because lie himself supposes that 
this question does actually need the further investigation of an expert Com- 
mittee. He is well aware, Sir, that it was a cardinal feature in the policy 
of the Babington-Smith Committee that the Indian Mints should he opened 
to the free coinage of gold. Indeed, one of the intentions of the Com- 
mittee in fixing the rupee on a gold basis was to permit of the free use of 
gold currency in India, and the opening of the Mints to the free coinage 
of gold is an aid to such a process, though of course it is not in itself an 
essential condition of it. We, Sir, are prepared out here to coin gold as 
soon as the need for gold currency arises.^ Sir Vithaldas Thackersey 
suggested that the Royal Mint might on technical grounds refuse to allow 
us to do so. He need have no fear on that score, I can give him a 
guarantee that, as soon as the demand for gold currency arises, the Mint 
will be ready for it.”* 

14. This, in short, is the history of what the Treasury called in their 
letter dated the 9th of July 1901 to the India Office, ei the frank 
abandonment of one of the details of the policy^ recommended by the 
Indian Currency (Fowler) Committee, which experience has shown to he 
unnecessary "in their preceding letter of the 22nd of May, to the India 
Office, they had already expressed the opinion that u The gold standard 
is now firmly established, and the public requires no proof of the inten- 
tion of the 'Indian Government not to go back on their policy, which is 
beyond controversy 


(ii) Gold Standard Reserve. 

15. Another important recommendation, material to the Fowler Com- 
mittee’s scheme adopted by the Government of India, was that ‘ 4 any 
profit on the coinage of rupees should not be credited to the revenue 

* See Legislative Assembly Debates, Vol. II, No. 21, 24th January 1922, 
pp. 1842-1869, 
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or held as a portion of the ordinary balance of the Government of Indian 
but should be kept in gold as a special reserve, entirely apart from the. 
Paper Currency Reserve and the ordinary Treasury balances 

The First Departure . 

16. In September 1900, the Government of India proposed to inaugurate* 
this special reserve of gold. But the profits on coinage for the preceding 
year, amounting to £1 million, were temporarily unavailable, having' 
been used to meet pressing famine demands. The then Viceroy, Lord 
Curzon, and the Finance Member, Sir Edward Law, disagreed on the* 
policy to be adopted with regard to the gold holding in the Paper Currency 
Reserve. A lengthy despatch. No. 302 of the 6th September 1900, was- 
addressed to the Secretary of State, with, m all, fcrnr Minutes upon it, 
one from the Viceroy and three from the Finance Member. As one of his 
reasons for differing from the Finance Member, the Viceroy wrote : t£ I 
have a natural suspicion of anything that may tend, in the present early 
stage of our currency policy, to cause alarm. Most things that the Govern- 
ment of India do in the region of finance are misrepresented ; many are 
misunderstood. We are constantly accused of having no confidence in our 

E olicy and of not pursuing it with consistency. I think that we should 
e very careful about taking any steps that may seem to give ground for 
these charges ”.+ 

17. The Finance Member in Paragraph 26 of his first Minute said : , 
cc I do not lose sight of the fact that, however readily saleable our gold' 
investments, they are not quite the same thing as actual gold, hut hold- 
ing such a sum as I contemplate in the actual metal, there would, under- 
all conceivable circumstances, be plenty of time to effect gradual sales 
of the securities for the replenishment of the stock of gold, should the 
necessity arise.” 

18. In his final Minute, dated the 23rd of August 1900, the Finance 
Member recorded the fact that u the general question of the advisability 
of legislation affecting our exchange policy was discussed in Council, and 
the view was, I think, unanimously accepted that such legislation should, 
if possible, be avoided 

19. The Secretary of State, replying by his despatch No. 232 of the* 
13th of December 1900, said in Paragraph 3, that he was fully convinced 
of the advantages of maintaining a special gold reserve, and that, in 
order to mark the primary object of its formation, .... the title 
to be assigned to it should be the Gold Standard Reserve”. In para- 
graph 4 of his despatch he parenthetically observed that the word c< gold ” 
used in Paragraph 60 of the Fowler Committee Report appeared to be 
interpreted by Sir Edward Law as including “ securities saleable for 
gold ” , and in Paragraph 5 he gave his decision: “This proposal is in 
harmony with the 60th paragraph of the Report of the Indian Currency 
Committee, and I fully concur in the principle which it enunciates.” 

20. Paragraphs 6 and 7 of the despatch lay the foundation of the 
departure from the Fowler Committee Report and need to be quoted in 
full here. 

ce (6) In order to ensure the due application of the gain made through 
the coinage, it is advisable that your Government should once in three* 
months make up an account of the receipts and charges, and should 
forthwith remit the net profit to he held by the Secretary of State in this 
country. 

“ (7) It does not appear necessary to specify precisely in what gold' 
securities the reserve shall be invested, whether in Consols' or India Stock, 
or in any other manner. This will be at the discretion of the Secretary 
of State in Council from time to time, and the result will be periodically- 
reported to the Government of India, and published in its Gazette. 55 

21. Thus, while the question in dispute referred to the Secretary of 
State actually concerned the Paper Currency Reserve, he gave a decision 
regarding the Gold Standard Reserve, and the interpretation put on the 
word “ gold 55 in Paragraph 60 of the Fowler Committee's Report was 1ST 

* Para., 60, Fowler Committee Report, 
t Para. 4, Viceroy's Minute. 



425 


years later a subject of close examination of the India Office representative 
before the Chamberlain Commission. 

22. On the 7th of December 1906, the Secretary of State telegraphed 
to the Viceroy, with reference to the latter’s . information about extreme 
stringency and the possibility of serious panic in India, that “ for various, 
reasons I wish to avoid addition of gold to Currency Reserve in London. 
This would, for example, entail diminution of reserve of Bank of England 
and, by its effect on discount rates in London, would probably interfere with 
arrangements for renewing debentures of Guaranteed Railways maturing 
in December 

Diversion for Railway Purposes. 

23. In July 1907, the Secretary of State decided that £1 million out of 
the profits on coinage might safely be diverted from the Reserve to 
be utilised on railway capital expenditure, as recommended by a Depart- 
mental Committee on Indian railways. The Government of India, in their 
despatch No. 296 of the 8th of August 1907, Paragraph 3, observed as 
follows : — 

‘ L From the report of your announcement in Parliament, we understand 
that on the advice of the Committee which was recently appointed to 
consider the question of railway finance, yoxx have decided on a different 
course. We do not therefore propose to trouble you with the reasons which 
led us to the conclusions outlined above. We accept your decision, 
although some of us entertain doubts as to its expediency, and although 
we should all have preferred if it had been possible to give the commercial 
community in India an opportunity of stating their opinion regarding the 
diversion of coinage before final orders were issued.’ ’ w 


Employment in temporary Loans . 


24. In 1908, the Secretary of State by his telegram of the 2nd of April, 
intimated to the Government of India that the balance of the Gold' 
Standard Reserve would be “ lent on security on short temporary loans ”. 


The Government of India’s protests . 

25. In April 1909, the Government of India renewed their appeal to 
the Secretary of State that the whole of the profits on coinage should be 
devoted to the Gold Standard Reserve and should be held in liquid gold. 
In their despatch No. 89 of the 1st of April 1909 they emphatically 
pointed out that any failure to fulfil the ci definite pledge of our active 
support of the Gold Standard, .... either through the exhaustion 
of the reserve or for other cause, would shake the public confidence in oar 
Currency policy to a degree which it would be difficult to estimate 
(Paragraph 2.) 

26. In Paragraph 3, they said that the cc Gold Standard Reserve . . . 

is the recognised fulcrum of our whole currency system; and its strength 
is of vital importance both to Government/ and to the merchants, capitalists 
and investors who are associated with us in the development of India”. 

27. In Paragraph 4, they expressed doubt whether the “ Gold Standard 
Reserve has ever yet approached the position which it ought to occupy 
They further drew attention to the fact that, between November 1907 and 
January 1909, they lost £15 million of gold, and pointed out that “ this 
is the result of a little more than a single year of adverse conditions and 
of a famine which was more restricted in its area than is frequently the 
case with similar calamities With these preliminary observations, they 
submitted # their first definite proposal for the Secretary of State’s 
consideration. 

28. With regard to the Secretary of State’s decision to divert £1 million 
from the Gold Standard Reserve to railway capital expenditure, in Para- 
graph 5 they said : — 

u We deprecated the decision at the time, but accepted it and have 
defended it against an outburst of public criticism in India. You subse- 
quently determined that half the profits on the coinage of rupees should’ 
be consistently diverted in the same manner, and this course has accord- 
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ingly been followed so long as any profits accrued. We would now ask you, 
however, to reconsider your decision, and to allow the future profits on 
coinage to pass into the Gold Standard Reserve without deduction, until 
the Reserve stands at a much higher figure than it lias yet attained. We 
do not yield to your Lordship in our desire to press forward railway deve- 
lopment in India; but we are convinced that the stability of our currency 
is a far more vital factor in the welfare of the country than the pace at 
which our railway facilities are extended. It is highly significant that this 
view is so widely shared by the mercantile community, in spite of the 
strong personal interest which attaches large sections of them to an 
active railway policy. We have already forwarded to you the expression of 
opinion by the Bombay Chamber of Commerce on the subject; and we 
now submit, for your information, copies of similar protests which we 
received from the Chambers at Calcutta, Madras, and Karachi. The 
position has again been dealt with, in a similar strain and with much 
conviction, by the Chairman of the Bombay Chamber, whose remarks 
on the subject at the Chamber’s annual meeting on the 3rd instant have 
tnet with the general approval of the business public in India. We find 
ourselves in entire accord with these views, and we would earnestly press 
upon your Lordship the impolicy of retarding the growth of the Reserve 
when circumstances again permit us to renew the coinage of rupees.” 

29. In Paragraph 6 they submitted another aspect of the Gold Standard 
Reserve, in the following words : — 

C( Another aspect of the Gold Standard Reserve which attracts much 
criticism in India is the form in which it is held. When the Reserve 
was first established, it was the desire of Lord -Curzon’s Government that 
it should be kept in liquid gold in India. Your predecessor decided to the 
contrary, and it was invested in gold securities, which have lost appreciably 
in value. We are not prepared to revive the proposal that the gold should 
be held in India, though it is our duty to refer to the very strong feeling 
in favour of such a course which prevails in this country.” 

30. In Paragraph 7 they pressed for holding a substantial part of the 
Reserve in liquid gold, and the whole of this and the following Paragraph 
can usefully be quoted here: — 

“ But, while we do not press for any change in the location of the 
Gold Standard Reserve, we attach very great importance to our second 
proposal, that a substantial part of the Reserve should be held in a 
liquid form. This seems to us to be necessitated both by expediency and 
on broader grounds of policy. We do not lay stress on the loss that has 
occurred in selling the Reserve securities during 1908 ; those losses have 
been more than covered by the accrued interest. What we fear is a 
combination of events which would demand the employment of the Reserve 
at a time when large sales of British Government securities in London 
would be contrary to Imperial interests. Such a combination is by no 
means inconceivable ; and even in less serious situations the free employ- 
ment of the Reserve might be gravely hampered by the form in which 
it is now held. The point is one on which informed public opinion in 
India is singularly unanimous. We are frequently asked why we strain 
after interest on the Reserve which is the basis of our currency system, 
and consequently one of the chief pillars of the credit of India; and it 
is pointed out that other countries are careful to retain the ultimate 
foundation of their credit in bnllion. We think these views deserve 
every consideration, and we are satisfied that it would have an excellent 
effect if your Lordship decides to refrain from further investment of the 
Reserve gold. That such a course is right on general grounds we consider 
to be beyond question. Our strength in combating a low exchange 
depends, broadly speaking, on our ability to reduce the supply of iupees 
and to augment the supply of gold. If we can do both simultaneously, 
our intervention is the sooner effective. At present, we can only reduce 
the supply of rupees; for our gold has already been pnt on the' market; 
and all that is meant by realising it is the transfer of certain securities 
from Government to another holder. Moreover, we conceive ihat the 
position of the Government of India in the markets of the world would 
be much stronger as the possessor of a large store of liquid gold than as 
the possessor of a corresponding capital in Consols or similar securities. 
In the former case, the Indian Government might in emergency be 
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powerful to help the market: in the latter there would always be the 
potential danger of their wishing to realise at an inconvenient season. 
We would therefore urge on your Lordship the propriety of building up 
a substantial share of the Reserve in liquid gold, to be held under as 
nearly as possible the same conditions as the currency gold in London. 


“ We have intentionally avoided any general review of our currency 
policy. Our object for the moment is to place before you the views which 
are held m India regarding the Gold Standard Reserve, and the con- 
victions that have been forced upon us by the experience of the last year. 
The two modifications in procedure which we recommend are in entire 
harmony with the declared policy of supporting the Gold Standard, and 
they will go far to secure public confidence in our intentions.” 


The Secretary of State’s Reply. 

81. The Secretary of State in his despatch of the 2nd of July 1909 
admitted the importance of the subject of the Government of India’s 
despatch of the 1st of April. But he refused to accede to the Govern- 
ment of India’s request, * ‘ in view of the pecuniary disadvantage of holding 
a part of the Gold Standard Reserve in gold”, and he accepted u the 
responsibility ” for realising gold securities instead of gold on occasion 
arising ”. 

32. In Paragraph 10 of his despatch, he said as follows: — 

“ The consideration dealt with in the preceding paragraph is the most 
important of those mentioned by you in favour of your proposal, but 
there are certain others which should be noticed. 

“ One is that it is the desire of Lord Curzon’s Government that the 
Reserve ‘ should be held in liquid gold in India * and that Lord George 
Hamilton overruled their recommendation to this effect, and decided tc 
hold the Reserve in securities. I find, on referring to the correspondence 
which took place "when the Reserve was established, that Lord George 
Hamilton understood the Government of India to desire that the Reserve 
should be held either in gold or in securities saleable for gold, or partly 
in one form and partly in the other. Whether his understanding of their 
wishes was correct or not, it is clear that it would not now be reasonable 
to attach more importance to suggestions regarding the management of 
the Reserve which were made before its establishment than to the results 
of the experience, extending over more than eight years, which has since 
been gained. 

“ A second argument, to which you refer with approval, is that ( other 
countries are careful to retain the ultimate foundation of their credit 
in . bullion ’ . I understand that these words are meant to convey that 
Governments which issue notes encashable in gold or silver on demand 
are in the habit of holding gold or silver in order to provide for the 
encashment. This remark is accurate, except .so far as it needs to he 

qualified by a reference to the large fiduciary^ issues of most Governments; 

but it has little, if any, bearing on the question of the most suitable form 
for the Gold Standard Reserve. That Reserve will presumably be used in 
future, so far as it is used at all, for defraying the Home Charges 
when Council bills cannot be sold at or above the gold point, or for 

meeting London bills drawn by the Government of India. For either 
purpose easily realisable securities or bank balances are as useful as gold, 
and there is therefore no advantage in holding the latter. 

“ A third argument used by you is that it is desirable that the Govern- 
ment of India, when combating a low exchange, shall be in a position not 
only to contract the circulation of rupees in India, which is done under 
the existing system, hut also to expand the circulation of gold elsewhere 
simultaneously (the object of the expansion of the circulation of gold 

being presumably to stimulate trade throughout the world and thus b to 
increase the demand for Indian produce), and that the latter operation 
is not within your power unless the Gold Standard Reserve is held # in 
gold. I am not disposed to think that the release of such gold as might 
be held in the Gold Standard Reserve would have an important, or speedy 
effect in creating a favourable balance of Indian trade; but, if it is to be 
held that this result would follow, it must equally be held that the 
previous accumulation of gold in the Gold Standard Reserve would, so 
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long as it was proceeding, have an -unfavourable effect on the Indian 
trade balance; and it would certainly injure India’s power of borrowing 
in the London market.” 

Renewed Protests. 

33. In Paragraph 11 he pointed out that in eight years there had been 
a net gain to the Gold Standard Reserve, after deducting the loss through 
the sale of securities, of £1,371,063. 

34. In September, 1909, the Government of India, by their despatch 
No. 236, of the 30th of September, made a rejoinder to the Secretary of 
State’s despatch. In Paragraph 4 they expressed their regret at the 
Secretary of State’s decision in the following words: — 

“ On the second point your Lordship has not seen your way to accept 
•our proposals. Holding that, for the purpose of maintaining exchange, 
securities capable of easy realisation are as efficient as liquid gold, while 
they are at the same time producing interest to the credit of the Gold 
Standard Reserve, you have declined to do more than keep a sum of 
£1,000,000 of this Reserve uninvested, such amount being either lent 
-from time to time for short periods, on approved security, to approved 
institutions and firms, or deposited at interest with banks of high stand- 
ing. We accept this decision with regret. While we admit the force of 
your argument in normal circumstances, and recognise that existing 
arrangements adequately met the requirements of the late erisis, we 
would once more emphasise our conviction that it is necessary to provide, 
and to assure the public that we do provide, against a situation in which 
the securities of the Gold Standard Reserve would not be easily realisable, 
or realisable only at heavy loss.” They added, “ accepting, however, as 
we mustj your decisions ”, they desire to discuss the methods to be adopted 
in meeting exchange difficulties. They suggested a . holding of gold in 
the Paper Currency Reserve in India, and the limitation of Council Drafts 
so as to build up the gold resources of the country, as already mentioned 
in Paragraph 8 above. 

Diversion of Gold from India. 

35. The Secretary of State rejected this request of the Government of 
India, and, not content with such rejection, he observed in Paragraph 3 
of his despatch, No. 25 of the 18th of February 1910, as follows: — 

“ As the stock of gold held by you now exceeds £5,000,000 I propose 
to revive shortly the arrangements which were in force in 1905, 1906, and 
1907 for the purchase of gold in transit to England.” 

In those years, gold destined for India was bought in transit by the 
Secretary of State from the Exchange Banks, and diverted to England by 
•Council Drafts which carried special rates thus to attract gold (see 
Qs. 910-940, Chamberlain Commission). 

36. This is the history of the Executive action taken to carry out the 
policy recommended in Paragraph 60 of the Fowler Committee Report 
regarding “ gold ” reserves, which was accepted by Her Majesty’s 
'Government and the Government of India. 


(iii) Free Inflow and Outflow of Gold. 

37. In Paragraph 54 the Fowler Committee said that they looked for- 
ward “ to the effective establishment in India of a gold standard and 
•currency based on the principles of the free inflow and outflow of gold ”. 

38. In Paragraph 8 of his despatch, No. 140 of the 25th of July 1899, 
-the Secretary of State communicated to the Government of India as 
follows : — 

“ I am also in accord with the Committee as to the general principles 
by which your Government should be guided in the management of your 
gold reserve in the absence of a legal obligation to give gold in exchange 
ffor rupees, namely, that you should make it freely available for foreign 
remittances whenever exchange falls below specie point, under such condi- 
tions aa the circumstances of the time may render desirable.” 
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39. On tlie 20th of November 1907, when the American crisis led to a 
sudden demand for remittance of gold to London, the Viceroy applied to 
the Secretary of State for authority to refuse gold for export to the 
Exchange Banks, since such gold could at that time only be drawn from 
the currency gold in London. By his telegram of the same date the Secre- 
tary of State gave the Government of India authority to inform the 
Exchange Banks of their inability to accede to their application. This 
authority was not exercised ; but, on the first demand for gold for foreign 
remittances, the €t free outflow of gold ”, recommended by the Fowler 
Committee, was severely restricted. 

(iv) Coinage oe Rupees. 

40. Regarding the coinage of rupees, the Fowler Committee had recom- 
mended that (( Government should continue to give rupees for gold, but 
fresh rupees should not be coined yntil the proportion of gold in the 
currency is found to exceed the requirements of the public (Paragraph 
60.) The unfortunate coincidence of a severe famine with the commence- 
ment of the introduction of the Fowler Committee’s recommendation 
necessitated coinage of rupees until the time when the after-effects of the 
famine had passed. But when, in 1909, the Government of India reported 
that sovereigns were in demand and at a premium,* the refusal of the 
Secretary of State to permit a substantial holding of gold in India, in 
order to make a gold currency possible, marked a deliberate departure 
from the Government’s policy as laid down in 1899. Lord Farrer and 
Lord Welby, in their supplementary minute to the Herschell Committee 
Report, Paragraph 15, emphasise the importance of this part of their recom- 
mendation (subsequently accepted also by the Fowler Committee) in a 
remarkable manner : - — 

€t Under these circumstances, we could not join in the recommendation 
contained in the Report, without at the same time recommending that 
the Government of India should, in view of the ultimate adoption of the 
whole of their plan, be prepared to secure the convertibility of their token 
silver currency, and should, with that object, . accumulate a 'sufficient reserve 
of gold.” 

(v) Position in 1913. 

41. When, therefore, the Chamberlain Commission was appointed by 
Royal Warrant dated the 17 th of April, 1913, the position was as 
follows. The Government of India were committed by Statute to a gold 
standard, and by the acceptance of the Fowler Committee’s recom- 
mendations (Paragraph 54), to a gold currency, based on the principles 
of the free inflow and outflow of gold. The main departures from the 
important principles of the scheme were made under orders of the Secre- 
tary of State, against the repeatedly expressed, and, indeed, tenaciously 
followed-up protests of the Government of India, who had the hacking 
of the commercial community in India in that period. So apprehensive 
were the Government of India and the Secretary of State of the effect 
of these departures from their accepted currency policy, that not less 
than three times did they enjoin secrecy with regard to their decisions 
and to breaches of the officially accepted policy. 

The following are instances : — 

(1) The decision of 1900 to invest the Gold Standard Reserve in 
securities. ( Vide Paragraph 18 above.) 

(2) The correspondence of 1908-9 regarding the gold reserves, the 
gold currency and the limitation of sales of Council Drafts, ( Vide 
Paragraph 9 above.) 

(3) The decision of 1902 to abandon a gold mint. [ Vide Paragraph 
6, “ (7) ” above.] 

(vi) Subsequent Enquiries. 

42. At this stage the Chamberlain Commission was appointed. The 
terms of reference to that Commission include, “ the measures taken by 
the Indian Government and the Secretary of State for India in Council 


CUBEENCY 


* Vide Para. 8 above. 


P 



430 


to maintain the exchange value of the rupee in pursuance of or supple- 
mentary to the recommendations of the Indian Currency Committee of 
1898 ”. 

43. The Commission submitted their Report towards the end of 
February 1914; “but, owing to the outbreak of war less than six months 
later, it could not be considered either by the Legislature or by the public 
of India. 

44. On the 30th of May 1919, the Secretary of State ordered a further 
enquiry and appointed the Babington-Smith Committee, who were 
directed in their terms of reference to make recommendations cc ensuring 
a stable gold exchange standard 33 . This change from^ a gold standard to 
a gold exchange standard was in absolute contravention of the currency 
policy officially adopted in 1899, binding on the Government and the 
country, and still existing as the recognised monetary system of India. It 
is unnecessary to notice here the recommendations of that Committee. 

The Position To-day. 

45. The position therefore to-day, as I view it, m that the Government 
and people of India stand committed to the principles recommended by 
the Fowler Committee and adopted by the Secretary of State and the 
Government of India. 

(vii) The result op Departures prom the Accepter policy op 1899. 

46. The reason why I consider it necessary to give a fuller narrative of 
Indian Currency history between 1899 and 1913 than my colleagues have 
done in the Report is, that the correspondence between the Government 
of India and the Secretary of State for India conclusively shows that 
the developments in the currency policy of India since 1899 were not 
justified by the wishes of the Government of India or by the require- 
ments of the people as expressed by that Government. These could all 
have been met by action in accordance with the policy approved by the 
Secretary of State and the Government of India. I think it my duty to 
state the facts hearing on this aspect as they appear in the official corre- 
spondence, and I believe that such a presentation of the history of the 
Indian currency system is material to the recommendations made in the 
Report, and necessary for a due appreciation of the reasons of my dissent. 

47. Many of the recommendations accepted by the Secretary of State 
and the Government of India in 1899 were departed from by Executive 
action. It may be asked whether these departures were detrimental to 
the interests of India. Apart from monetary profit or loss, the develop- 
ment of a currency system different from the one indicated by the Govern- 
ment’s acceptance of a policy is undesirable in itself. When such a develop- 
ment is effected without the knowledge of the people most concerned, it 
becomes a real danger. I do not wish to criticise this aspect further, but 
will now mention the material loss which India has suffered by these 
departures : — 

(a) It has involved the circulation of a very large number of token 
coins in India which could not be converted into international money, 
and, indeed, have proved to be a source of embarrassment to the 
Government in periods of weak exchange. This led to the unparalleled 
difficulties of the Government of India in 1918, and necessitated tlio 
purchase of large quantities of silver at abnormally high prices involving 
a correspondingly heavy loss on the Indian Exchequer. 

(&) It has locked up the gold reserves in a form which admittedly 
involves difficulties in realising them. 

(c) It has been the cause of grave misunderstandings between the 
Government of India and the public in India, misunderstandings for 
which the Government cannot possibly be blamed, and which can only 
he regarded as natural, and inevitable under the circumstances, on 
the part of the people of India. The policy of secrecy adopted has 
aroused serious distrust in their minds of the system as a whole. This 
distrust having continued over a period of a quarter of a centurv 
cannot be removed without whole-hearted measures. It is true that 
the policy adopted has earned for India a certain amount of interest 



on her reserves. It is stated* that, up to the 31st March 1925, the 
net P r <>nt on investments has been £17,962,466 in interest and dis- 
count, after allowing for losses due to depreciation in value. The loss 
on sales of Reverse Bills in India exceeds Rs. 22 crores.f Besides this, 
one has also to take into account the effect produced on the public 
mind by the inability of the Government to realise at critical junctures 
the securities in which the reserves have been locked up. 

The Secretary of State's object,. 

48- The late Sir Lionel Abrahams, who was examined at some length by 
the Chamberlain Commission, gave his reasons for every step that was 
taken. It is not necessary for me to go into the details of this explana- 
tion The one outstanding impression that it leaves on my mind is that 
tho Secretary of State was bent on earning for India all the revenue 
that he could by way of interest on the Reserves without deliberately 
breaking any existing statute. Indeed, there was, and is still, no statute 
to break. He continued to make investments in securities, instead of 
keeping the reserve funds of India in gold. The object that the Secretary 
of State had in view — the maximum financial advantage to India — was 
unobjectionable per se ; but it was energetically pursued, against the 
representations of the Government of India, with complete disregard for 
the stability of the Indian currency system and the confidence which would 
have resulted from a substantial holding of liquid gold which was definitely 
prescribed and accepted. Sir Lionel Abrahams himself admitted in reply 
to Question No. 833 that “ at certain times the markets in London for the 
sale of securities are extremely difficult 


The Attitude of the Bank of England, 

49. Another witness before the Chamberlain Commission. Mr. Clayton 
Cole, till then Governor of the Bank of England, protested against the 
disturbance caused by the loaning of the Indian (Currency) Reserves in 
London. He said in reply to Question 3348 : “ I think it is objectionable 

to have large sums of money raised in London which are, so to speak, 
not in any sense required for English trade. The loans in the market of 
the Indian Government are very large. I had the figures taken out the 
other day at the bank, and I find that the amount they are lending now 
through their broker is approximately 11 millions. That is money 
which, in the London money market, you can hardly describe as good, 
money, because it is liable to be withdrawn for reasons which have nothing 
to do with what I call the London market. The India Office lend the 
money at the best rate they can get, quite independent of what I call 
the considerations affecting the London market proper ; therefore, that 
money may be lent, and is at times lent, in a way which is disadvantageous 
certainly to the Bank of England, which has to look after the gold 
reserves of this country.” Such was the attitude of the Bank of England 
towards money lent in the London market to earn interest for the Reserves 
of India, a matter which naturally aroused suspicion in India. 


H. — A GOLD STANDARD FQR INDIA. 

50. The Fowler Committee recommended, and the Government adopted, 
n gold standard, based on gold reserves and a gold currency, as the 
currency system of India. I do not think that it is possible to improve 
upon the ideal of a gold standard based on gold reserves; and my 
colleagues agree in this. But it is now contended that since 1899, when 
the Fowler Committee reported, modern monetary practice has made a 
considerable advance, and that metallic gold need not form so large a 
part of the currency reserves under a real gold standard to-day as was 
believed to be necessary 27 years ago. We have, however, always to keep 
in mind the special circumstances of India. She has to-day sterling and 
rupee securities equal to about four and a half times the value of her 
gold coin and bullion in reserve. It is neither feasible nor desirable that 
the sterling securities should be realised and converted into gold forth- 
with, or in any manner other than the safest and most gradual to the 

* See p. 20 East India: Accounts and Estimates. Cmd. 2498. 

-j- g ee p # 155 Council of State Dehates, Vol* III, No. 14. 
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markets of the world. The proportion of gold to securities in the currency 
reserves, set out in Paragraph 145 of the Report, demonstrates the neces- 
sity of the free inflow of gold into India being permitted in the normal 
course. 

The importance of the free inflow of gold . 

51. It has, however, been claimed that for the speedy reconstruction of 
the currency systems of other important countries disturbed by the War 
the greatest possible economy should be exercised in drawing on the 
world's stock of gold. The co-operation of these other countries in this 
connection, either with each otiier, or with India, is, however, neither 
assured, nor within sight, so far as I am aware; each is pursuing its 
individualistic national If &t any stage an international agree- 

ment should be framed for the economical distributiion of the world’s gold 
supplies, I am confident that India would be prepared to exercise self- 
denial in her gold requirements in proportion to that of other countries 
whose currency reserves were parallel to her own. But it is of paramount 
importance that any regulation of the inflow of gold should never be 
attempted by executive action, or by the currency authority. The main 
principles of the gold standard should be embodied in statutes, and 
varied, if necessary, only by amendment to such statutes, i.e., with the 
fullest publicity and the concurrence of the Legislature. India is fully 
alive to the commercial importance of sound monetary systems in all the 
principal countries, and given the safeguards I have indicated, will 
always be ready to play her part in the proper co-ordination of the 
monetary policy of the world. On the other hand if any discretionary 
power vested in the currency authority* is used to interfere with the free 
inflow of gold, without legislative sanction, certainly for the next few 
years at least, the old suspicions regarding the currency policy will be 
revived, and the miasma of distrust, which we are anxious to dissipate, 
will be raised anew. 

. 52. Non-interference with the free inflow of gold into India, except 
with due publicity and the concurrence of the Legislature, is, therefore, 
to my mind of paramount importance* I regard this as the foundation 
of the Indian currency system we are recommending and as the most 
vital factor in ensuring the fullest confidence of the people in the policy 
adopted. Confidence is one of the two essential desiderata in any reform 
of the currency system; and this view has the support of Sir Basil Blackett, 
the Finance Member. Subject to the condition outlined above being un- 
equivocably guaranteed, I am in agreement with the gold bullion standard 
as recommended by my colleagues. 


Demonetisation of the Sovereign . 

53. My colleagues regard the demonetisation of the sovereign and the 
half sovereign as a necessary part of that standard. The sovereign and 
the half sovereign are the only gold coins legally current in India since 
1893. I regret that I am unable to appreciate the necessity of this 
recommendation. I am not aware that any other countries, with a gold 
standard, and a central bank as the currency authority, have found it 
necessary to demonetise their gold coin. Indeed, several witnesses in 
London have expressed doubts whether either England or America would 
he prepared even to consider the adoption of such a course. But as nine 
of my colleagues are convinced of the necessity of the demonetising the 
sovereign and the half sovereign as essential to the establishment of a 
gold bullion standard, I am prepared to view with diffidence my inability 
to see eye to eye with them, and do not press my objection beyond record- 
ing my own opinion. 

54. My colleagues hope that when the gold reserves of India are adequate, 
the people of India may not want a gold mint. I share their hope. But 
if when that stage is readied other Important countries have not demonetised 
their gold com, then we must, human nature being what it is, be pre- 
pared to find the India Legislature .asking for a gold mint, though, in 
all probability, gold com will be as little used in India then as it now is in 
the West. 


* As 
No. 51, 
India, 


rec^mmeiided^ in . Paras. 104 and 160 of our Report. Vide Despatch 
dated 24th Apiil 1914, from Secretary of State to Government of 
Enclosure: Note referred to in 4n ’’—Appendix 97. 
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A PROPOSED SCHEME FOR A GOLD CURRENCY. 

55. I think it necessary to record the very laudable departure made 
by Sir Basil Blackett in the history of the Government of India, by 
appearing before us personally at the very start of our deliberations to 
give us the benefit of his expert knowledge and experience of the require- 
ments of India, and his own views as to the most suitable currency system 
for the country. He also allowed two important officers of the Finance 
Department of the Government of India to appear before us in their 
personal capacity, and the difference in views expressed by him and by 
Messrs. Me Watters and Denning only serves to show that the latter were 
expressing views without being trammelled by office or tradition. 


Grounds for Rejection . 


56. While I subscribe to the conclusion arrived at by my colleagues in 
regard to Sir Basil Blackett’s scheme, I cannot but disagree with some of 
tlxe reasons adduced in support of that conclusion. In tlie first place, 3 
do not believe that the introduction of a gold currency can jeopardise 
the note circulation, except perhaps at the outset, when popular curiosity 
may create a certain amount of demand for gold currency. Such 
curiosity, however, would only be small in extent and temporary in 
duration. Instead of the replacement of notes by gold currency. as 
apprehended, the ready convertibility of notes into gold will, if anything, 
increase the confidence of the people in paper currency, and to that 
extent promote its circulation further. In the second place, I cannot 
agree with the observation that “ the mere act ^ of putting gold into 
circulation would not develop the banking and investment habit ” m 
India. I agree with Sir Basil Blackett when he said that tf< the introduc- 
tion of gold into circulation, although it is a wasteful and expensive 
system, is necessary in Indian conditions to inspire confidence in the people, 
and provide the stimulus which is badly needed for investment and the 
hanking habit in India ”. 


57. The two essential desiderata in any reform of the currency system 
of India are, according to Sir Basil Blackett, and as also accepted by my 
colleagues, “that the Indian people should have full confidence in their 
currency, and that the system should be reasonably intelligible to 
them”. I have no hesitation in accepting Sir Basil Blackett’s recom- 
mendation that the quickest and best method of ensuring this confidence 
is by making the internal currency absolutely convertible into gold coin 
at the will of the holder, as a necessary step in the direction of the still 
more ideal form of currency, viz., an international Exchange Standard by 
which I mean a paper currency inconvertible internally, but freely convertible 
on a gold basis for external purposes ”. 

58. It remains only to emphasise that Sir Basil Blackett has based his 
calculations of the cost of his scheme for a gold standard and a gold 
currency on assumptions which throughout have deliberately been made 
to err on the side of safety. The actual cost would, according to him, 
be considerably less than his estimate of Rs. crores per annum for the 
first five years and from Rs. 61i lacs to Rs. 112 lacs per year thereafter. 
The apprehension that the cost to India will be increased by an indefinite 
and an incalculable amount due to the replacement of notes by gold is, 
as mentioned above, groundless and need not seriously be considered. 

59. The Fowler Committee had considered a suggestion made to .it to 
borrow for the purpose of introducing a gold currency. But they rejected 
the suggestion. There may be people to-day anxious to disregard the 
increase? cost involved in the introduction of a gold currency by this 
method, particularly in view of the departures made from the howler 
Committee’s recommendations, in preference to n gradual process of 
acquisition of gold. The only reply to such impatient enthusiasts would 
he the advisability of India doing nothing to retard the reconstruction of 
devastated Europe, if it can be avoided by a slower and more natural 
proce»ss of accumulating gold for her requirements. 

60 All the same, even though I also cannot accept Sir Basil Blackett’s 
scheme, I should like to record my sense of appreciation of the service tn at 
he has rendered to India in clarifying once for all, with the weig it of 
his knowledge and experience, the fundamental requirements of her euiiency 
system. 
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III.— A CENTER AL BANK FOR INDIA. 

61. The main question to be determined in regard to the authority to 
which shall be entrusted the working of the Indian currency system is 
whether, as recommended by my colleagues, a new Bank should be 
started, to exercise the functions of a Central Bank, or whether the 
Imperial Bank of India, which now performs some of the functions of a 
central bank, shall be developed into the Central Bank of India. The 
first scheme would involve the existence of two bankB working side by 

side, each supported, wholly or in part, by the user of the Government 

balances. Whilst fully appreciating the reasons which have induced my 
colleagues to propose the creation of a new central bank, and recognising 
that this is perhaps the ideal system, in the special conditions of India I 

am of opinion that the ends in view, for as far ahead as we can see will 

be better served by developing the Imperial Bank of India into a full- 
fiedged central bank. It is contended that if the Imperial Bank of India 
is developed into a central bank, some of its commercial activities will be 
curtailed. I apprehend no serious curtailment. On the other hand, i 
consider that such curtailment of the commercial business of the Imperial 
Bank which might follow its conversion into a central bank would conduce 
to the growth of new banking institutions, started by private enterprise 
in India. The bulk of the business laid down fox- the proposed new 
Central Bank can all be transacted by the Imperial Bank of India as the 
Central Bank. In some cases, it would only necessitate a change in the 
method or form of its business. 


Suitability of the Imperial Bank of India. 

62. It is said that if the Imperial Bank is developed into a Central 
Bank “ the country would lose the benefit of the elaborate and widespread 
organisation which has been set up through the length and breadth of 
Inc Lia to make available to the community the increased commercial bank- 
ing facilities which are so urgently needed and to assist in fostering 
among the people as a whole the habit of banking and investment”. X 
do not think that this necessarily follows; it is only necessary to mention 
the model of the Bank of France, which successfully discharges both the 
functions of a Central Bank and those of t€ the initiator of banking facili- 
ties 99 through more than six hundred branches. It is admitted that in 
India none but a State-aided bank has either found it possible systemati- 
cally to develop branches, or is likely to be able to do so in future. The 
importance of spreading banking facilities throughout the length and 
breadth of the land needs no emphasis. Every previous currency inquiry has 
laid stress upon it; but from the time of Mr. Hambro’s minute in the 
Fowler Report of 1899 till to-day the progress has been lamentably slow. 
The bank in India with the largest number of branches is the Imperial 
Bank; the number of these is only a hundred and sixty-four, yet witnesses 
of authority have stated that India needs thousands of branch banks. It 
is imperative that the Government of India should for years to come regard 
the rapid extension of banking facilities as an essential and urgent part 
of its financial policy. This can be accomplished only through the strongest 
banking institution ’ in the country. No rival therefore should be allowed 
to impair the prestige and authority of the Imperial Bank of India, and 
no division of the Government funds between it and another institution 
should be permitted to restrict its capacity to open new, and even 
temporarily unprofitable, branches which are essential to the mobilisation 
of the resources of the country. 

63. Moreover, I do not see at present, or for several years to come, 
any scope for two banks working side by side, one fully, and the other 
partially, with Government support. My colleagues recommend that 
the new Central Bank should only re-discount drafts. The present 
currency and popularity of drafts in India is limited, though they are 
not by any means a new feature in its banking system. In fact, they 
have been used for generations; but, during the last 50 years or more 
the tendency has been to work on credits on the lines of the Scotch 
banks. The system recommended by my colleagues may perhaps be 
evolved in course of time ; but for the present there will be comparatively 
few bills available to the Central Bank, and certainly fewer still, if any 
with the signatures of banks. For, at the moment, the most active banks 
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in India are the Exchange Banks which would go to the Central Bank 
to re-discount external bills — they do not discount internal bills, or hundis , 
to any appreciable extent — only when the Central Bank rate for re-dis- 
counting is lower than the discount rate in London, Judging by past 
experience, I do not foresee such a contingency; and I fear that the 
Central Bank may find very little business available to it, unless it com- 
petes with the Imperial Bank. My apprehension, therefore, is that either 
the Central Bank and the Imperial Bank will have to compete with each 
other, or the Central Bank will not find sufficient scope for business to 
employ its funds. Either result would, to my mind, be undesirable. My 
question, therefore, is : Why multiply, if it can he avoided, institutions, 
supported by Government balances? 

64. On these grounds, therefore, I recommend the evolution of the 
Central Bank from the existing Imperial Bank of India, instead of by 
starting a new bank in addition thereto, as recommended by my colleagues. 
This would necessitate restriction of the earnings of the Imperial Bank 
of India. Such a restriction would necessarily be confined to the present 
rate of dividend, as the minimum, because the Imperial Bank has been 
earning it for several years. Over and above that minimum the increased 
dividend should Jbe limited to 2 per cent., on the lines recommended in 
the scheme outlined by my colleagues. Unless the shareholders of the 
Imperial Bank agree to such restriction of their dividends, there will, of 
course, be no alternative left but to start a new Central Bank. 


IV.— STABILISATION OP THE RUPEE. 

65. My colleagues recommend that “ the rupee be stabilised in relation 
to gold at a rate corresponding to an exchange rate of Is. 6d. for the 
rupee The main grounds on which this proposal is made is that one 
shilling and six pence is the de facto ratio, and that prices, wages, con- 
tracts and public finances, in other words, conditions generally, have either 
substantially adjusted themselves to it, or “ the least injury will be done 
to all interests by adhering to that rate I am unable to accept any 
of these premises, nor the conclusion it is sought to draw from them. 


(i) The De Facto Ratio. 

66. The legal standard of money payments in India recommended by the 
Hersclxell Committee in 1893 was one shilling and four pence to the rupee. 
That standard was accepted by the Fowler Committee in 1899, and officially 
adopted by the Government of India. It remained the effective standard 
until the 28th of August 1917, when, in consequence of the abnormal rise 
in the price of silver caused by the War, the Government of India raised 
the rates for the sale of Council Drafts to correspond roughly to the price 
at which silver for coinage could be bought. The Babington-Smith Com- 
mittee recommended, in their report dated the 22nd of December. 1919, 
that an entirely new ratio of 2s. gold to the rupee should he established. 
The Government of India, despite earnest entreaties in the Imperial Legis- 
lative Council, passed the legislation necessary to establish the rupee at 2s. 
gold in September 1920, when the actual rate was Is. 4 -fed. gold, and gold 
prices were slowly, but unmistakably, falling. This rate, which was placed 
on the Statute Book, was neither the de facto rate, nor was it warranted 
by world conditions. The operations undertaken to establish and maintain 
tins unnatural rate were : — 

(а) Sales of Reserve Councils, £55i millions. 

(б) Deflation in India to the extent of Rs. 35 crores. 

The Government of India dared not prosecute the experiment after these 
operations. The attempt to stabilise the rupee at 2s. gold was abandoned ; 
and the value of the rupee was allowed to adapt itself to market conditions 
without any further attempt artificially to control it. India reacted to 
the violent fluctuations , in prices in other parts of the world, and the 
rupee varied from ll&d. to 1$. 3 gold^ from August 1921 ? to September 
1924. 
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The Opportunity of 1924. 

67. When, in September 1924, the rate was approximately Is, 4 d. gold 
(it ranged during the^ month between Is. 5%d. and Is. 6cl. sterling), sugges- 
tions were made officially to the Government, in the Legislative Assembly, 
to restore this ratio to the Statute Book, in place of the fictitious ratio 
of 2s. gold. The Government of India declined to favour these proposals. 
Their telegram of the 11th of October 1924 (when exchange was about 
Is. 4Jd. gold) to the Secretary of State shows that their policy then was 
to look for, m their own words, “ a permanently higher rate than Is. 4 d. 
gold Subsequently, when in April 1925 the pound sterling reached gold 
parity, the Government of India were able to talk* of this new ratio as 
Is. 6 a. gold, instead of Is. Qd. sterling. The unavoidable conclusion is that 
the Government of India could have stabilised the rupee at Is. 4 d. gold 
in September 1924, thus restoring the long-established legal standard of 
money payments, if it had chosen to do so. 

How the rate of Is. tfd. was reached. 

* 

68. It has further to be considered liow the rate of Is. 6d. sterling was 
attained. The pre-war average expansion of currency in India was over 
Rs. 20 crores per annum. During the last four years the net expansion or 
contraction has been as follows : — 



In Crores of Hupees . 


Year. 

Rupees and 
Notes. 

Sovereigns. 

Nett. 

1921-22 

- 1 

+ 3 

= + 2 

1922-23 

. . -6 

+ 9 

= + 3 

1923-24 

+ 15* 

+ 7 

= +~22£ 

1924-25 

. +1 

+ 15 

■JKS + 16 


-F 431 crores 


The average expansion was therefore 11*12 crores a year. No wonder 
that the Imperial Bank of India rate went as high as 8 per cent, towards 
the end of 1923, and remained there for the first half of 1924, money in 
the chief trading centres of India being not available even at that rate 
during the period! Indeed, in the Viceroy’s telegram to the Secretary of 
State, dated the 8th of October 1924, it is admitted tc that the stringency 
in the market is the direct outcome of Government action in contracting 
currency, or rather in placing strict limits on possibilities of expansion 
. We should have difficulty in refusing to provide more generously 
for additions to currency even if we wished to do so and there is serious 
risk of a financial ci'isis if we keep the screw on too tight ”.+ 

69. In fact, the efforts of the Government in preventing the normal 
expansion of currency had reached such a stage by October 1924 that the 
Secretary of State expressed himself as follows in his telegram! to the 
Viceroy, dated the 10th of October 1924^ — 

“ It seems to me, how r ever, that the vital consideration is not so much 
the actual level of exchange at the moment as the avoidance of such 
abnormal stringency as might threaten the financial and economic 
position.” 

Thus ratio of Is. 6d. sterling was attained by official administration of 
the currency. 

70. Whilst the currency was being administered in this manner, the 
natural corrective to rise in Exchange— the tender of gold at the Currency 
Offices — was made impossible for practical purposes by the retention of the 


* Vide Appendix 98. Telegrams from Viceroy to Secretary of State dated 
Bth October 1924 and 11th October 1924. 

+ See Appendix 98. Telegram from Viceroy, 8th October 1924. 
t See Appendix 98. Telegram from Viceroy, 10th October 1924, 
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fictitious ratio of 2s. on the statute book. The gold imported into India 
-as genuine cover for her favourable balance of trade could not function as 
currency* and was a mere commodity. Under such conditions, and by such 
actions, it was within the power of the Government of India to establish 
-almost any rate, and to maintain it for a time. 

. 71. It might be contended that the ratio of Is. 6 d. has been established 
•since October 1924, and that therefore it should be accepted as the' de 
facto rate. .Let us, however, be quite clear about this. Sterling was not 
■on parity with gold in recent years till June 1925. From October 1924 
'inwards the rupee was not Is. 6<J. gold, but Is. 6 d. sterling. The rupee 
"did not reach Is. 6 d. gold till June 1925, when sterling reached gold parity, 
and this rate has, therefore, now prevailed only for a year.i" 

72. Account must also be taken of the manner in which the rupee has 
been maintained at Is. 6eL , even in the very favourable conditions of the 
•day, when India has experienced four good harvests in succession. From 
March 1926, there, was a visible lull in exports, believed to be temporary 
-and the rupee immediately sagged. Possibly this tendency was later 
aggravated by speculation but the subsequent history of the Exchange 
-does not indicate that such speculation, if there was any, was a serious, 
•or more than a temporary factor. The rupee was maintained at 
Is. 6 <2. only by the deflation of the currency by Its. 8 crores, during April 
last, and by an offer by Government through the Imperial Bank of India 
to sell Reverse Councils at Is. 5fd. It has been argued that as Govern- 
ment used its resources to prevent the rupee from rising above Is. 6d. sterl- 
ing since October 1924, conversely, it was justified in taking administra- 
tive action to prevent it from falling below Is. 6 d.% I cannot accept this 
•contention. Unlike other countries with their currency. Government 
•deliberately rejected the opportunity of stabilising the Rupee at its pre- 
war ratio, when reached. Insisting as they dia on retaining the legal 
'fictitious ratio of 2s. Government prevented gold from being tendered 
-•at the currency offices in settlement of India’s balance of trade. They 
thus ' exposed the Indian exchange to the risk of a rise to any height (see 
^telegram from the Viceroy to the Secretary of State, of the 11th of 
October 1924), and it is a mercy that they did not select a higher rate 
•than Is. 6<2. at which to intervene. That does not, therefore, afford any 
justification for administrative action to prevent the rupee from finding 
its natural level downwards. Indeed, if it is contended that the course 
•of the rupee both ways can justifiably be regulated by manipulation, 
there was no necessity to refer to this Commission the question of the 
ratio which has been made a fait accompli by administrative action, as 
foreshadowed by the Secretary of State himself § in his telegram to the 
’Viceroy of the 24th of September 1925. And, under the circumstances, 
this Executive action must be regarded as calculated to prejudice both 
sour enquiry and our findings. 

The Ratio and the Legislature: a Pledge. 

73. It is true that there is no Statute governing the selling of Reverse 
•Councils; but it will be recalled that after the fruitless and prodigious 
•sales of 1920, Sir Malcolm Hailey, then Finance Member, gave an under- 
taking to the Legislative Assembly, on the 24th of January 1922, in the 
.“following terms : — 

“ But there may nevertheless still be some who fear that we may be 
Intending to use these reserves artificially to raise exchange. Now the 
■method by which we could utilise these reserves would, of course, be only 
that of re-opening the sale of Reverse Councils : and I can give the 
.Assembly this much guarantee, at all events, that we should not re-open 
the sale of Reverse Councils in order to maintain exchange or to raise 

* See Appendix 98. Telegram from Secretary of State, 15th October 1924. 

-j- The rates ruling September and October 1924, were as under : — 
September: Is. 5-fcd. sterling = Is. 3 fd. gold. 

October: Is. 5?$d. sterling = ls. 4 \d. gold. 

X Vide Appendix 98. Telegram from Secretary of State to Viceroy, 19th 
“November 1924. 

§ Vide Appendix 98. Telegram from Secretary of State to Viceroy, 24tli 
•September 1925. 
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exchange in the manner suggested, without first coming to this; 
Assembly:’’* 

I consider that the recent Executive action in making an offer for the- 
sale of sterling, as it is put, is nothing hut an offer by Government to sell 
.Reverse Councils, without using these words. The Assembly was iti session, 
till the end of the third week in March last, and exchange had shown 
signs of weakness even then. The Government of India in tlieir tele- 
gramf of the 19tli of March, to the Secretary of State, referred to what- 
they called the recent u pronounced weakening of exchange ” which u makes 
it desirable that we should be prepared for possibilitv that exchange may- 
decline to lower gold point as determined on basis of 18d, gold rupee . 

The. Government could well have approached the Assembly for their con- 
currence in offering to sell Reverse Councils, or to sell sterling, as it is 
put, on a contingency arising. In relation to the Assembly, therefore,, 
this action on the part of the Executive was nothing short of a breach of 
faith. ^ 

74. It is important at this point to mention that the Legislature in 
India has shown a sustained interest in the question of a suitable ratio 
for India in place of the ineffective 2s. ratio. The late Sir Vithaldas D. 
Thaekersey moved a resolution in the Assembly on the 24th of January 
1922, and a full report of the debate raised on it is given in the Assembly 
Debates, Vol. II, No. 21. Sir Malcolm Hailey assured the mover" of the 
resolution that “ our power of rapid deflation is by no means consider- 
able ”, and repeated that * 4 when the Secretary of State sells Council 
Bills he ceases to have any power to raise exchange”. Sir Vithaldas 
Thaekersey, replying, expressed his fear that “ when the opportunity 
occurred ”, the Secretary of State would use his power to manipulate 
exchange. Even with the guarantee that Reverse Councils would not be* 
sold until the Assembly had been consulted, he urged that exchange could 
artificially he raised if the Secretary of State refused to sell Council Bills 
wheh trade demand arose. Sir Malcolm Hailey reiterated that in the 
circumstances the Secretary of State’s power to influence exchange was* 
very small. 

75. In March 1921, in a debate in the Council of State, the Financial 
Secretary to the Government stated: “ If there is going to be any funda- 
mental change, anv new rate to be settled or 'any attempt at a permanent 
solution, neither the Government of India nor the Secretary of State will 
do this off his own bat.” 

76. Events have justified the apprehensions of Sir Vithaldas Thaekersey. 
Deflation has not yet taken place by the methods which lie feared, v.e., 
by sales of Reverse Councils or the withdrawal of the Secretary of State* 
from the market. But deflation, and a consequent raising of exchange, 
has been accomplished by preventing the expansion of the currency to 
the extent normally required by India, as evidenced by the pre-war annual 
average of expansion. In fact, the Government of India themselves 
pleaded with the Secretary of State in Paragraph 3 of their telegram* 
to him of the 4th of November 1924, when they pressed for authority to* 
prevent the exchange rising above Is . 6c?., in the following words: — 

ct "We doubt whether sufficient weight has been given by you to- 
the great improvement in internal economic conditions which lias 
taken place in India, and to the check which in the last few years 
has been placed on the expansion of currency. In the last two years 
the raw materials of India have been in great demand, with the 
result that there has been a substantial trade balance in her favour.” 

In a word, India has been starved of liey natural currency requirements and 
this operation, being equivalent to deflation, has been effective in raising 
the rate of exchange. 

Authoritative Views on Artificial Measures . 

77. Two distinguished , authorities in the financial word, the Right Hon. 
Montagu C. Norman, Governor of the Bank of England, and Mr. 

* Vide Assembly Debates, Vol. II, No. 21, 24th January 1922. 

+ Vide Appendix 98. Telegram from Secretary of State to Viceroy, 24th 
September. 1925. 

X Vide Appendix 98. Telegram from Viceroy to Secretary .of State of 
4th November 1924. 
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Benjamin Strong, Governor of the Federal Reserve Bank of New York* 
have expressed their views on the question of the ratio as follows : — ~ 

Q. 14385. Sir P. Thdkurdas: It does not matter, then, ’in your ppi&ion* 
whether the present rate is, stabilised, by natural means or by something; 
which is artificial? — Mr. Montagu Norman: If I was aware of thW 
existence of an unnatural position which had resulted from the adoption* 

exceptional measures, that might change my view ; but, as I under- 
stand b it, though I have not studied the question, it has been generallyr 
speaking by natural causes that the Indian exchange has come to he* 
where it is, and to remain there over a long period ; and I see no reason to 
advocate that it should be altered. 

Q,. 15473. Chairman : Are you able to consider the matter from the points 
of view of the statistical position of the reserve? — Mr. Benjamin Strange: 
I should say that the three main considerations would be first, the domestic* 
re-adjustments to a given price of the rupee; the extent to which any- 
artificiality lias entered into the management of the external price; and the<- 
size of the reserve. 

I wonder if these two eminent authorities would have much doubt about- 
the nature of the conditions under, and the measures by which the rate of; 
Is. 6 d. has been attained and maintained. 

78. On all these grounds I am strongly of opinion that any recommenda*. 
tion to fix the rupee at Is. 6d because it is the de -facto rate, is not per 
entitled to the slightest weight. The ratio of the future must be decided] 
on weightier considerations. 


(ii) Adjustments to a Is. 6d. Ratio. 

79. The main point for examination is whether there are any economic 
adjustments^ to the current rate of Exchange still incomplete, and which* 
after stabilisation of the rupee at Is. 6d. will involve a disturbance of 
existing conditions. Such an examination should be in the following 
directions : — 

(1) Whether the adjustments are complete, and if incomplete, ins 
what directions. 

• ■ * 4 ‘ i 

(2) In the latter case, the period required for complete adjustments 

80. No evidence has been forthcoming, even from experts, as to the 
time necessary in India for the essential adjustments to take place. Mr. 
Keynes, in a brochure issued when Great Britain returned to the Soldi 
Standard, in April 1925, indicates that in a country like the Usiitecl 
Kingdom, a period of about two year's is necessary for adjustments to* 
take place to a 10 per cent, variation in Exchange. If this is so in a 
counti-y the bulk of the trade of which consists or exports and imports, 
compared with which, the internal trade is small, in the case of India, 
where the proportions are reversed,* the period must undoubtedly be 
longer. 

81. The important directions in which adjustments have to be sought 
should include at least the following : • — 

(I) Prices. ■ - 

(II) Wages. 

(I) Prices: General Considerations. 

82. It is a historical fact that prices rise during wars, and gradually 
fall after peace. The Babington-Smith Committee, was led into believing 
that prices would remain more or less on the high level at which they 
stood at the end of 1920 ; and that was an important ground on which 
they recommended a. ratio of 2s. gold to the rupee. Since then, prices 
have fallen. The consensus of opinion, both in the United Kingdom afidf 
in America, appears to be that the present level of prices will at best 
only be maintained. "Where a doubt about stability in the future was 
expressed, it was in the direction of a fall. No one has ventured to predict 
that gold prices will rise ; the monetary reconstruction of European coun- 

■ — I ■— .1 1 * '• I*. , .|.|| | .|* HI n ..» . 11 ,11, 1 » I. I HI. ,1 "1 -/ 

* Vide Appehdix 26 — Dr. Balkrishna’s written statement, “Domestic- 
trade versus foreign trade 
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tries and their economic recovery, and the present isolation of Russia, 
are such important factors, that this is not apprehended. 

83. For the purpose of this examination the prices that have to he 
taken into consideration are (1) prices of articles exported from India; 
(2) prices of articles produced and consumed locally; (3) prices of imported 
articles. 


Articles of export. 

Regarding (1) articles of export, the bulk of these have to be sold in 
competitive world markets, and their prices, governed by world prices, 
automatically adjust themselves, practically from day to day, to the 
prevailing rate of exchange. Even in the case of articles like jute, in 
which India enjoys a monopoly, there is an upper limit of price beyond 
which the effective use of substitutes is resorted to. If, therefore, the 
rupee is appreciated to a point at which, during the, period of non- 
adjustment, the Indian cultivator cannot reduce the prices of exportable 
articles to the world level, he will miss the world market when there may 
be a demand for his produce. He must either sell his produce at once at 
a loss, or be forced to hold on for a better price, which, however, would 
expose him to the risk of having to sell his produce later at a time when 
the world’s demand has been met from other sources, and consequently, 
to accept a still more unremunerative price. He must sell his produce 
sooner or later, for his holding power is low.* While, therefore, price 
adjustment in the case of articles of export must be complete at any 
niomentj and at any rate prevailing, the Indian cultivator is exposed to 
this serious risk pending adjustments in other directions. 


Produce consumed locally. 

84. Regarding (2) Indian produce locally consumed, this is not nearly 
as sensitive to exchange fluctuations. The higher or lower purchasing 
power of the rupee in terms of gold should ultimately be reflected in the 
prices of these articles, but the adjustment is neither automatic nor 
speedy. For instance, if the price of wheat in. the world market falls, 
wheat sells at a lower price for local consumption in India. The great 
millets, Jowari and Bajri, consumed by the poorer classes in India, 
always sell at a price level below that of wheat. Should wheat fall so 
as appreciably to narrow the normal margin of difference, either the 
millets are sold more cheaply, or consumers may take to wheat. No one 
can say at what point this substitution takes place, and it is difficult to 
estimate the time or the extent of the narrowing of the margin between 
these staples. But it is beyond doubt that everything else, such as seasonal 
conditions, being normal, the reaction of prices of Bajri and Jowari to a 
fall in the price of wheat would take a considerable time. 


Articles of Import. 

'8o. Regarding (3), articles of import, it is true that a higher exchange 
would make these articles available to the consumer in India at a lower 
rupee price. To that extent, the consumer benefits; but here the question 
arises as to the proportion of imports which are consumed by the masses 
of India. This has been given at various percentages of the total imports 
of India, the highest being 40. per cent, and the lowest 7 per cent. In 
the absence of official information, one can only name these two extreme 
estimates. 

86. The conclusion to be drawn from these premises is that while 
adjustment in the price of articles of export to the rate of exchange is 
complete at any time, until the other adjustments are complete, the pro- 
ducer is exposed to serious risk of loss. For articles entering into the 
internal trade, the proportions of which are many times larger than the 
external trade, no reliable data are available of the adjustments that have 


. • * Compare Fowler Committee Report p. 25 middle para.. Minute of 

Dissent by Mr. Robert Campbell and Sir John Muir. 
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taken place till now to the pre-war rate of exchange. These are only 
assertions without proof. Regarding imported articles, the benefit from 
a higher exchange is immediate; but the proportion of such benefit accruing 
to the masses is very small, estimates ranging between 7 per cent, and 40 
per cent, of the imports. 


The Course of Indian Prices. 

87. In the light of these general considerations, it is instructive to 
examine the recommendation that the rupee should be stabilised in 
relation to gold at a rate corresponding to an exchange rate of Is . Gd. 
for the rupee. The chief reason advanced by my colleagues in support of 
this recommendation (Paragraph 176 of the Report) is their conviction 
that at the present rate of about Is. Gd. 44 prices in India have already 
attained a substantial measure of adjustment with those in the world at 
large, and as a corollary that any change in the rate would mean a 
difficult period of readjustment, involving widespread economic distur- 
bance, which it is most desirable in the interests of the people to avoid, 
and which would in the end he followed by no countervailing advantage 
While recognising that / 4 index figures are not an infallible guide, and that 
there are many directions in which they might lead one astray ”, they 
consider that such figures are 4 4 more reliable in indicating the trend of 
prices in each single country than in comparing the relative levels of 
prices in two or more countries 


The Arguments of my Colleagues . 

88. Treating the statistics 44 in the most generalised way ” they observe 
that during the eighteen months from December 1922 to June 1924, when 
the rupee was worth about Is. 3d. gold, the rupee price level ranged round 
a mean of about 176; that in the succeeding year, when the rupee was 
rising to Is. Gd. gold, the rupee price level fell below 160, since when, 
while the rupee has remained round about Is. Gd. gold, the rupee price 
level has ranged round a mean of about 168, with recent tendency to fall 
in sympathy with world prices. They then proceed by means of a graphic 
representation (Figure 1) to show that prices in India in terms of gold 
have, since the middle of 1922, generally moved parallel to movements in 
world prices in terms of gold. This is, of course, as it should be ; for 
after all, there is such a thing as a world price level measured in terms 
of gold, to which prices in any country, measured also in terms of gold, 
must in general trend correspond, if not in actual level. If Indian 
prices in terms of gold have moved approximately parallel to world prices 
in terms of gold, English prices in terms of gold have done the same. I 
shall therefore confine myself to movements in India rupee prices. 


Sir Basil Blackett 9 s Argument . 

89. Sir Basil Blackett in the evidence that he gave before us on the 

24th of November, 1925, also contended that 4 4 Substantial equilibrium of 
prices had been attained.” to a rate of Is. Qd . because 44 British, American 
and Indian prices have come together at a figure about 160 (Q. 27.) He 

added, however: 44 But I am not quite sure what value is really to be 

attached to any of these index numbers, and particularly to the Indian 
one. It is hard to be sure that it is completely valid. At the ^ same time 
it does suggest that prices have now come together . . . You will see that 
there is a considerable fall in Indian prices under certain heads when you 
get into details.” (Q. 27.) 

90. The argument -was that because the index numbers of wholesale 
prices, in India (in rupees), in the United Kingdom and the United States 
of America (in gold) were at the moment all at about the same level, 
Indian rupee prices had 44 generally speaking” adjusted themselves to 
Is. 6 d. If there is any value to be attached to index numbers — and Sir 
Basil Blackett is 44 not quite sure 99 what value can be attached to them 
— they lead to a very different conclusion. 

CURRENCY R 
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The Course of Prices from June, 1925 . 

61. Early hi June, 1925,* the rupee touched Is. 6 d. gold. The Calcutta 
index number for that month was 157. For February this year the 
number was 158, and for March 155. In between, it was 160 tor July, 
157 for August, 158 for September, 160 for October, 164 for November and 
163 for December and January. In other words, after the rupee touched 
Is. 6 d. gold in June, 1925, for six months there was a progressive rise. 
(And even in March, 1926, the level was only two points lower than in 
June, 1925.) On the other hand, sterling reached its pre-war parity 
also in June, 1925. The index number of sterling prices for that month 
was 158. Since then it steadily fell to 149 in February, 1926. In other 
words, since sterling reached gold parity there was up to February, 1926, 
a fall of nine points in the British index number, compared with a rise ox 
one point in the Calcutta number as between June, 1925 (when the rupee 
also touched Is. Qd. gold), and February, 1926. 

92. Taking Bombay prices, from July, 1925 (on the first of July the 
rate was Is. Q^sd.), to February, 1926: 

(1) Bombay wholesale prices fell from 158 to 152, i.e., 6 points; 

(2) U. S. A. gold prices fell from 160 to 156, i.e., 5 points; 

(3) United Kingdom prices fell : — 

(а) Board of Tradef — 157 to 149, i.e., 8 points. 

(б) Economists — 165 to 154, i.e., 11 points. 

(c) *S£aiis£+ — 158 to 150, i.e., 8 points. 

It would appear, therefore, that the fall in Bombay prices was due to 
the fall in gold prices themselves, and not to any adjustment of Indian 
prices to Is. 6 d. 

93. The course of Calcutta prices in this period may perhaps be due 
to the predominance of jute and tea in the Calcutta index number, and 
to the marked fluctuations in jute during that period. Omitting these 
two commodities from the Calcutta number, the fall between July, 1925, 
and February, 1926, was 5'3 points, a figure which corresponds very closely 
to the fall in Bombay prices, and in gold prices themselves, and reinforces 
the conclusion that such a fall is no part of an adjustment of prices to 
the higher exchange rate of Is. 6 d. In other words, it cannot be 
contended that there has been any adjustment in Indian prices since 
the Rupee touched Is. Qd. gold in June, 1925. 

The Course of Prices from December, 1922 , to June, 1925. 

94. I shall now examine the contention in Paragraph 187 of the Report 
that the fall in rupee prices in the first half of 1925 represents “ the 
tendency of those prices to adjust themselves to the rise in exchange 
Starting from December, 1922, the point from which my colleagues begin 
their examination of the course of Indian prices, the gold parity of the 
Rupee rose from 95 in that month to 113 m June, 1925, the world gold 

* (a) We had before us a statement from which I have taken the figures 
used by me in this note. The figures relied on by my colleagues aie iilso 
based on the same statement. These are taken from the following sources: 

Dollar-Sterling Exchange rates from the London and Cambridge 
Economic Service Bulletin. 

Rupee-Sterling Exchange rates from the average of the Daily 
Bombay quotations from the Times. 

Rupee-Dollaf Exchange rates from the Federal Reserve Bulletin. 

United Kingdom wholesale prices from the Board of Trade Index 
Number. (1913=100.) 

United States of America wholesale prices from the Bureau of Labour 
Statistics. (1913 = 100.) 

Calcutta Index Number wholesale prices from the Indian Trade 
Journal. (31st July, 1914=100.) 

Bombay Index Number wholesale prices from the Labour Gazette 
(July, 1914=100.) 



prices were about the same level at the beginning and at the end of 
the period — to be exact, 156 and 157 respectively. On the rise of the 
gold parity of the Rupee during this period from 95 to 113, i.e. 3 19 per 
cent,, adjustment of Indian prices to world prices, would in order to be 
complete have meant a corresponding fall of 19 per cent, in the Indian 
price level, i.e., a fall of 33*5 points in the Calcutta Index number which 
was 176 in December, 1922. The actual fall, however, was from 176 to 157, 
or only 19 points. This proves that the adjustment till June, 1925, was 
only partial. An examination of the Bombay Index figures lead to 
exactly the same conclusion. I' have already explained that the fall 


(b) I give below an abstract from this Statement for the months referred 
m the Report and by me. 

Indian Exchange and Prices. 

I Exchange. 


Month. 

Dollar — Sterling 
Exchange. 

Rupee - Sterling 
Exchange. 

. Rupee— Dollar 
Exchange. 


$ 

% Gold 
Parity. 

Sterling. 

Gold. 

% Gold 
Parity. 

B 

% Gold 
Parity. 





s . d. 




J uly, 1922 .... 

4*45 

91-5 

15-67 

1 2* 

90 

28-89 

89 

December, 1922 . 

462 

95*0 

16-00 

1 2 

95 

30-65 

94 

June, 1924 . . . 

4‘32 

S8*S 

16*99 

1 2rfr 

94 

30-49 

94 

July, 1924 .... 

4-37 

S9 8 

17*19 

1 31 

96 

31 25 

96 

August, 1924 

4' 50 

92 5 

1724 

1 4 

100 

32*26 

99 

June, 1925 . 

4‘86 

99*9 

IS 05 

1 6tV 

113 

36-48 

112 

February, 1926 

4' 86 

99-9 

J8-19 


114 

... 

... 


Wholesale Price Indices. 


U.S.A. 
1913 — 
100. 

tr. k. 

1913=100. 

Calcutta, 

31st July, 1914 
=*100. 

Bombay, 

July, 1924=100. 


Gold. 

Sterling. 

Gold. 

Rupee. 

Gold. 

Rupee. 

Gold. 

July, 1922 .... 


160 

146 

— 

163 

190 

171 

December, 1922 . 


156 

148 

HH 

165 

175 

164 

June, 1924 . 


163 

145 

uta 

165 

385 

ia4 

July, 1924 . 

147 

163 

146 

179 

172 

184 

... 

August, 1924 

150 

*65 

153 

JS0 

180 

184 

... 

June, 1925 .... 

157 

158 

158 

157 

177 



February, 1926 

155 

149 

149 

158 

180 

152 

... 


(c) I have, however, not reduced the British and American figures to the 
July, 1914', base of the Indian Index numbers. For I am only concerned with 
the levels of the latter. Besides, as my colleagues have pointed out in para. 
178 of the Report, “ Index figures are more reliable in indicating the general 
trend of prices in each particular country than in comparing the relative 
levels of prices in two or more countries ; and, further, in para. 184 that 
the levels “may be influenced by factors (e.p., the base year chosen for 
the compilation of Index numbers) which are largely irrelevant for the 
present purpose, whereas the general trend of movement would remain the 
same whatever basis was chosen for the figures ” . 

+ 1913=100. 
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In rupee prices since June, 1925, was only a reflection of a corresponding 
world fall. 

The Course of prices from July , 1922, to February 9 1926 . 

95. I should, however, like to take the whole range of price move- 
ments from July, 1922, to February, 1926. The world price level was 
exactly the same, viz 155 at the beginning and end of this period. The 
gold parity of the Rupee was 90 in July, 1922, and 114 in February, 
1926, i.e., an increase of 27 per cent. The Calcutta Index Number was 
181 in July, 1922, and 158 in February, 1926, i.e., a fall of 23 points. But 
on a 27 per cent, increase in the gold parity of the Rupee, a fall of 49 
points was called for, to bring about complete adjustment of Indian 
to world prices. The actual fall, however, was 23 points. In other words, 
a fall of 26 points, or more than half the adjustment, was still to come in 
February, 1926 ? it being clear that recently 4 4 both rupee and world prices 
have been falling practically in unison/ 5 as stated in Paragraph 187 of 
the Report. Talcing the average of the Calcutta and Bombay Index 
Numbers, instead of the Calcutta number alone, the July, 1922, 
average was 185, and that of February, 1926, 155. There has thus been 
a fall of only 30 points, against 50 (27 per cent, of 185) to be expected 
for full adjustment. 

The Course of Sterling Prices. 

96. It cannot, of course, be assumed that because the balance oi 
adjustment has not yet taken place, India can permanently escape it. 
The experience of the United Kingdom shows that more or less com- 
plete adjustment must follow movements in exchange sooner or later. 
Taking the same period as I have in the preceding paragraph, the gold 
parity of Sterling stood at 91*5 in July, 1922, and almost at 100 (99‘9) . 
in February, 1926, i.e,, a rise of 8*4. There has thus been an increase 
in the parity of the pound Sterling of 9*2 per cent. Sterling prices in 
July, 1922, stood at 160, and in February, 1926, at 149. I need not repeat 
that the world gold price level stood at 155 in July, 1922, and at the 
same figure in February, 1926. There has therefore been a fall of 11 
points in Sterling prices, as against 14*7 (9*2 per cent, of 160) points 
that wie should have to look for. And sterling prices have been falling 
further since February, 1926. 

Conclusion as to Ftupee Prices . 

97. When it is remembered that commodity prices follow a movement 
in exchange, and that there is always a lag in Indian internal prices 
and a delayed adjustment to external factors, it must be admitted that 
the greater part of the general adjustment to Is. 6d m by a fall, is still 
to come. 

If Gold Prices Fall? 

98. If the rupee is to be now stabilised at Is. 6d . that fall will be 
aggravated if gold prices themselves fall from the present level. The 
evidence of the distinguished witnesses from America indicates that Ame- 
rica is anxious to maintain the present level of gold prices; that a rise 
is certainly not to be looked for; if anything, a fall is not improbable. 
My colleagues themselves in Paragraph 36 of the Report refer to the 
apprehension of two distinguished experts (Professor Oassel and Mr. Joseph 
Kitchin) in this connection. If gold prices fall — and Indian prices must 
follow such a fall — India will be faced with a still bigger fall — the double 
effect of the operation of the present rate of Is . 6d . and also the world 
fall. I cannot but contemplate such a prospect with very serious mis- 
givings, for it will hit the Indian producer to an extent beyond his capa- 
city to bear. In a word, it will hit, and hit very hard, four-fifths of the 
population of the country that exists on agriculture. 

(II) Wages. 

99. The main classes of wage-earners to be considered are : — 

(a) The agricultural labourer. 

(&) The industrial labourer. 

(c) The middle-class and clerical workers. 
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Agi'ieultural Wages . 

100. (a) The latest figures available with regard to agricultural labour 
?* re Statement* submitted to us by Mr. Gennings, of the Labour Bureau 

in Bombay. He says tbat in the various Divisions of tbe Bombay Presi- 

wa £ es of labour in urban and rural areas between 
1913 and 1925 has been as follows : 


Per cent. 


Field labourer, urban areas 121 

Field labourer, rural areas . 106 

Ordinary labourer, urban areas 104 

Ordinary labourer, rural areas 86 

Skilled labourer, urban areas 116 

Skilled labourer, rural areas ...... 109 


In tbe absence of any other data, these figures may he taken as repre- 
senting the general agricultural wage level in India, there being no evidence 
-of a decline in wages from any other part of the country. 


Industrial Wages. 

101. (6) Regarding the industrial labourer, the figures submitted to us 

-are as follows : - 

Wages in the Bombay cotton mills are to-day 232 against 100 in 
1914. In the Jute mills and the mines of Bengal, the figures are 150 
against 100 in 1914. From no province in India did we receive even 
any suggestion that industrial wages had a tendency to fall. 

102. It is instructive to examine how increases in wages have varied 
with the rise in prices since 1914. The following figures show the varia- 
tions in the Jute Mills in Bengal. 


Jute Mills in "Bengal. 

Iudex Numbers of 
Wholesale Prices in 
Calcutta (31st July, 
1914=100). 


May, 1918 .... 173 

April, 1919 .... 190 

September, 1919 . . . 200 

January, 1920 . . . 218 

October, 1920 ... 206 

April, 1925 .... 169 


Wages (1913=100). 


110 

not 

120 

140 

150 

150 


Regarding the Cotton Mills in Bombay, we have, unfortunately, no figures 
•showing the increases given after 1914 and before 1921, when the full 
increase of 131 per cent, was given. I am not sure that the beginning 
of the increase in the wage of the cotton mill operative was not made 
before 1921. As, however, no figures for 1919 and 1920 are available, I 
am unable to give any definite comparison. 

103. The above shows that the industrial labourer either did not press 
effectively for full compensation for the higher cost _ of living, or the 
•employer delayed recognising the hardship of his _ employee. This 
illustrates the lag in wages, and the very slight connection, over a con- 
siderable period of time, between variations in the cost of living and in 
wages. 


* Vide Appendix 49. 

+ See Appendix 99. (Letter from Messrs. T. Duff & Co.). 
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104. But one© an inci'ease is given, be it in the permanent wage of the 
operative, or in the shape of a bonus varying with the earnings of the 
industry, the operative will not reconcile himself to any reduction in it on 
any accouht. A very pertinent example of this is whiat happened in 
Bombay when the bonus given to the operative in the cotton mills, be- 
cause of the exceptional prosperity of the industry in 1921, was with- 
drawn in 1923, when that prosperity had definitely disappeared. The bonus, 
was not an increase in wage, but was a special payment based on the 
profits of the year concerned. The equity of the withdrawal of the bonus, 
could not be understood by the operative and a prolonged strike ensued. 
Similarly, in 1925, when the cotton mills in Bombay found that the cost 
of living had declined and they could not afford, owing to the mills 
having to work at a loss* to pay the full increase in wages- sanctioned in 
1921, there was another strike which lasted for 10 weeks, and came to 
an end only because the Government of India suspended the Cotton Excise* 
Duty, thereby enabling employers to effect an approximately equal reduc- 
tion in the cost of production, while maintaining the increase in wages. 
But for this, the strike would have been more prolonged. 

105. These two examples show the inability of the Indian industrial 
wage earner to reconcile himself to any decrease in wage, even on the 
ground of the appreciation of the rupee in gold. What has happened in 
the case of the mill operative in Bombay has not been challenged as beiii** 
likely to happen in the case of wage earners in any industry in any other 
part of India. It has been said that the cotton-mill owners in Bombay 
blundered in giving such a large increase as 131 per cent, over the pre- 
war level of wage, and hence Bombay’s anxiety to get the lower ratio of 
exchange. At best, this is a most uncharitable view of the Bombay mill- 
owners’ attitude on this question. It is not contended that the exchange- 
should be fixed at: Is. 4^ to help them over what some regard as an ex- 
travagant increase given by them. The increases given in other industries 
would be equally incapable of reduction without a hitter struggle with, 
labour in those industries. : 

106. ^ The publication by the Department of Statistics of the Government 
of India, styled “Prices and Wages in India,” gives changes of wages in. 
selected industries up to 1922. Unfortunately, the necessity for retrench- 
ment in 1923 led to the discontinuance of this publication, but none of the 
industries dealt with in the last (37th) issue appears to have effected a 
reduction in wages up to that year. The various industries selected are 
as follows : — 

Rice Mill, Rangoon. 

Jute Mill, Bengal. 

Tea Gardens, Assam., 

Cotton Mill, Madras* 

Engineering Workshop, United Provinces ; (Some fall in 1922, owing; 
to trade slump). 

Cotton Mill, Cawnpore; (Bonus subsequently stopped). 

Army Boot Factory, Cawnpore. 

Woolen Mill in Northern India ; (Wages of some Mistries reduced 
owing to low production, and in other cases on engagement of new 
hands). " " 

Colliery, Bengal. 

Paper Mill, Bengal. 

We have had no figures regarding the present wages in these industries, 
but my private enquiries have elicited the information that no reduction, 
has been made since 1922 m any of them. 

107. It has not been suggested by any official witness that the Govern- 
ment either intend or would find it feasible to make any reduction in the 
wages of their employees on the ground of the appreciation of the rupee 
m relation to gold. With regard to their employees on the State railways,. 
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jKte rise in the average wages of the largest classes of labour in the North 
Western Railway Locomotive Workshops at Lahore was as follows: — 

1914=100. 1922. 

Daily. Monthly 

Fitters 218 245 

Carpenters 181 204 

Unskilled labourers ..... 194 220 


Clerical Wages, 

108 (c) An official statement issued by the Bombay Labour Office in 
February 1926 gives the result of . an investigation held into the wages of 
clerical workers in the City of Bombay in 1924. The averages given for 
each group into which the clerical service was divided for this purpose are 
-as follows : — , 

Percentage 
over 1914. 

Railways and allied offices 78 

Semi-Government Offices 81 

Banks . 79 

Commercial Offices (about) 70 

It has not been submitted to us by any witness that the rise of the rupee 
from under Is. 4 <2. to Is. 6d. during the last year has brought about any 
reduction in the wages of these workers. 

Difficulty of Adjustment in Wages. 

109. This confirms the general conclusion that the wages of manual 
labourers and of the lower ranks of clerical workers do not undergo a 
reduction in India, except when there is substantial unemployment or a 
redundant supply. The literate and comparatively educated classes seeking 
employment in clerical posts can reason, and perhaps reconcile themselves 
to changing conditions such as increase in the purchasing power of the 
rupee; but the class of labour which. is illiterate, and therefore less capable 
of reasoning, is unable to reconcile itself to any reduction of wages, under 
any circumstances, without a bitter struggle. 

Strain on Industry. 

110. Industries generally in India are still suffering from the prevailing 
■depression. An adjustment in wages to the Is. 6d. basis, if it has to bo 
enforced, will therefore entail a long and bitter struggle between Labour 
.and Capital, with consequent disturbance in the economic organisation of 
the country. The desirability of avoiding such a strain on industry in 
any country is obvious. The anxiety of the Government to avoid having to 
reduce wages in factories and departments under their own control should 
he sufficient to convince them of the risk to which industrial development 
will be exposed if the adjustment of wages to the higher ratio is to he 
.enforced. 

Wages and Cost of Diving. 

111. It was contended by Sir Basil Blackett in his evidence, before us 

•that he recommended the ratio of Is. Qd. in order to avoid having to face 
:a demand for higher wages. If any reliance is to be placed on the cost 
•of living index numbers it is seen that there is a margin between the 
■existing Indian cost of living index number of 155, in March, 1926, and 
the rise of wages over the pre-war level. If the cost of living in India 
4s likely to increase on a reversion to the Is. 4 d. ratio, at the most, it can- 
not exceed 12| per cent, even assuming that adjustments to Is. Qd. have 
fully taken place, and the wages earned by the three classes of labour 

referred to above show a margin to cover this, excepting in the case of 

the labourer in the jute mills and mines in Bengal. On the other hand, 
if internal prices have not adjusted themselves completely to the Is. 6 <2. 

ratio, the rise in the cost of living, owing to the lower ratio of Is. 4d. 

Jbeing fixed, wohld inot be as high as 12£ per cent. But there again. 
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owing to the absence of convincing proof, one is unable to arrive at a 
definite percentage of the increase involved by the adoption of a Is. 4 d, 
ratio. 

Wages and Provincial Finance. 

112. In paragraph 210 of their report, my colleagues^ quote from a 
letter submitted to us by the Madras Government, in -which they depre- 
cate any change in the currency policy “ which would result in a further 
rise in prices, rendering a revision of salaries again necessary, 
which would in turn lead to the levying of additional taxation.” I presume 
that the Government of Madras mean that these results would follow as 
if the ratio was fixed at a figure lower than Is. 6c?. In the first place, 
I may point out that no other Provincial Government has _ put forward 
any apprehensions of this kind. Even the honourable Ministers of __ the 
Madras Government have not endorsed these apprehensions, having restricted 
their concurrence to another aspect only of the reference made to them (*). 
I have dealt above with the merits of these apprehensions. If the Indian 
Civil Service is included in the fears expressed, it has to ‘be borne in 
mind that when the Royal Commission on the Superior Services, presided 
over by Lord Lee, submitted their report, exchange was well below Is. 4<Z.. 
gold, and the increases given on their recommendations were certainly not 
based on a rate of exchange higher than Is. 4<?. gold. 


Conclusion as to Images. 

113. It must therefore be admitted that no adjustment either in agri- 
cultural, industrial or clerical wages has taken place, and none would 
hereafter, without a struggle. It is clear that there has been no reduction 
so far from the level of wages in 1921. when the rupee was below Is. Ad. 
gold. 

Wages in the United 'Kingdom. 

114. In sharp contrast to this state of things in India is the variation 
in the rates of wages of labour in the United Kingdom. The only wage- 
index that I understand exists at present for the United Kingdom shows- 
variations in the rates of wages as follows : — 


1919 — January 
June 
December 

1920 — J anuary 
June 
December 

1921 — J anuary 
June 
December 

1922 — J anuary 
June 
December 

1923 — January 
June 
December 

1924 — January 
June 
December 

1926 — January 
June 
December 

1926— January to April 
(inclusive) 


Wages 

(July, 1914=100). 

206 

210 

226 

229 

261 

276 

277 
264 
223 
217 
197 

178 
177 
176 
173 
173 
178* 

179 

180 
181 
ISO 

180 


Ministry of Labour, 
Cost of Living Index 
(percentage of pre-War)- 

220 

207 

226 

230 

262 

265 

251 

219 

192 

188 

184 

178 
177' 

169 
177 

179 

170 

180 
179 
173 
175 

173—167 


* Vide Appendix 66. 
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Rates of wages of 11 classes of wage-earners, including those in sheltered 
and unsheltered industries are averaged in this index. (I am indebted 
to Professor A. Jj. Bowley, D.Sc., F.B.A., of the London School of Economics 
for these figures.) 

The adjustment of wages to various factors, including exchange, is 
thus more or less automatic in the United Kingdom, and for all practical 
purposes wages are brought into line with the cost of living. 

Foreign Competition. 

115. Further, until adjustment is complete, a Is. 6 d. ratio presents the 
foreign manufacturer with an effective though indirect bounty of 12J- per 
cent., which will place a heavy strain on Indian industries nascent and 
established, and protected industries will consequently need a further 12£ 
per cent, countervailing protection, or assistance by subsidies. 

(Ill) Stabilisation at Is. Ad. 

116. For these reasons I am unable to accept the proposal to legalise 
Is. 6d. as the new standard of money payments in India, and recommend' 
that the rupee should be stabilised at the rate which obtained for nearly 
20 years, vis.. Is. A d. to the rupee. 

117. It might be asked why I recommend stabilisation at Is. Ad. and at 
no other rate. I do so because I share the widely-held opinion that a 
country’s standard of value should never be changed unless circumstances 
arise, permanent in their effects, compelling a change ; unless, in other 
words, it is found that the ratio is absolutely unmaintainable, or unattain- 
able after a fall. The period during which" her “ permanent ratio ” was 
unmaintainable, was shared by India with almost every other country in 
the world, and was the sequence of a world convulsion which affected them 
all. The Babington-Smith Committee recommended a change in India’s 
legal ratio under abnormal conditions. Its recommendation was put into 
force when no other country had undertaken the settlement of its monetary 

S roblems. Sad the 2s. ratio not been put on the Statute under the con- 
itions of 1920, and had the Is. Ad. ratio been left undisturbed when 
the fall in world prices took place, I am convinced that the probability 
is that it would have been naturally reached once more. The fall under 
Is. Ad. would have been temporary, and the rate would have found its 
natural level again under the conditions of 1923 and 1924 at the latest, 
as, in fact, it actually did. With a ratio of Is. 4d. on the Statute, 
there would have been no possibility of the pre-war parity being exceeded, 
as gold would have flowed in at that point. I am anxious that the country 
should now at least be freed from the effects of the error of judgment 
of 1919-20, and of the artificial measures taken subsequently as its corollary. 

118. Advocating, as I do, stabilisation at Is. Ad . , on this fundamental 
consideration, I need hardly say that I cannot agree with those who protest 
that, in doing so, I am advocating a depreciation of the Indian currency. 
In fact, I urge that the artificial appreciation of the Rupee, represented 
by the Is. 6 d. rate, justified neither by India’s circumstances nor by her 
requirements, should be eliminated and should in no way prejudice con- 
siderations determining her legal ratio. 

(1) Effect on the Finance Of the Central Government. 

119. It is claimed that the loss involved to the Government of India - 
Budget by stabilisation at Is. Ad. as against Is. 6 d. will be as follows: — 

(1) Revenue (in rupees) : 

(1) General Budget: 3'16 erores. 

(2) Railway Budget : 1*01 erores. 

(2) Capital Expenditure : 

Railways : 1*68 erores. 

Postal and Telegraph : 2j- lacs. 

New Delhi : Rs. 63,000. 
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I cannot but regard the remarks made by Mr. McWatters in the first 
part of paragraph 4 of his Note under “ Stabilisation of Exchange,” as 
•exaggerated. The Railway Budget is separated from the General Budget 
for purposes of taxation, and would not count, except to the extent of 
t}he division of surplus profits between the Railway Reserve Fund and the 
■General Budget. The most serious item to be considered is the alleged 
jrain from Is . 6d. of Rupees 3*16 or ores in the General Budget. As against 
this, there is to be put an increase of 2*62 crores in Customs on stabilisation 
at Is. 4 d.* After allowing for a margin of 62 lacs in respect of the two 
assumptions made in that statement, there would remain only rupees TIG 
orores to fill the gap in the General Budget. 

120. This does not take into account the decrease under bounties to 
certain industries given on the rise of exchange to Is. 6 d. : and an increase 
in receipts under Income Tax and Corporation Tax, owing to industries 
being spared the disturbance incidental to Is. 6 d., bearing in mind in 
this connection that Joint Stock Companies in India pay very nearly lo 

g er cent, out of their profits under Income Tax and Corporation Tax. 

‘urthermore, there has to be considered the general improvement in trade 
and agricultural prosperity, and the consequent increase in imports, result- 
ing in additional benefit to the Exchequer. It is suggested that there may 
be a lag in the receipt of increased revenue under Income Tax and Customs 
Duties. It is not clear why this lag should be for more than a few 
weeks, because the change in the ratio would automatically involve a 
corresponding change in rupee calculations for purposes of Customs Duties 
and Tariff valuation. 

121. But the very fact that Sir Basil Blackett looks upon the increased 
revenue, accruing from a Is. 6d. rate, as a tangible revenue, worth even 
naming for purposes of discussion of the ratio, shows that he is not con- 
vinced that adjustment to a 1$. 6d . rate is complete. Giving evidence 
before us in Calcutta, he said that after a number of years it made no 
difference to the Government what the rate of exchange was. 
(Question 10,451.) He did not indicate what period he had in mind when 
he said this, but one may presume that he meant the period of non-ad- 
justment. As long, therefore, as the adjustment is incomplete, this un- 
earned increment ill the Government of India Revenue Budget will be a 
tangible and visible asset, for it is clear that this gain from Exchange 
.exists during the period of non-adjustment only, and will vanish when 
adjustment is complete. In the former case, the plea that the de facto 
rate, if changed to a lower rate would cause serious economic disturbance, 
does not stand. In the latter case, the gain to the Exchequer, besides 
being not a “ decisive factor 99 is not a practical issue deserving considera- 
tion. ^ The Government has, therefore, to admit that this argument for 
stabilisation at Is. 6 d. has no value. Moreover, during the period of non- 
adjustment, while there is a tangible gain to the Exchequer, some one pays 
for^ it. In the words of Mr. Robert Campbell and Sir John Muir, in 
-their supplementary note in the Fowler Committee Report, ee This advantage 
is not obtained without being paid for, and the question of who pays 
for it is not difficult to answer ; it is the producer who has to accept so 
piany fewer rupees for the produce he has to sell ”, 


(2) Efpect on Contbacts. 

122. It has been urged that a change to Is. 4 d. will prejudicially affect 
outstanding contracts of a short term character. On the other hand, it 
has been suggested that stabilisation at Is. Qd. will similarly affect the 
bulk of other outstanding contracts, particularly, the indebtedness of the 
agriculturist to the moneylender, which is the largest amount involved in 
this consideration. The outstanding contracts can be divided as follows : — 

(1) Contracts of ^ a commercial nature, such as contracts to buy and 
sell goods, ordinarily liable to liquidation within a period of six to twelve 
months. 

(2) Contracts to borrow on behalf of commercial and industrial con- 
cerns, which have a currency of 20 to 30 years, such as Debentures of 
Joint Stock Companies. 


* Soe Appendix 96. Mr. McWatters* further Statement. 
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. (3) Contracts entered into by the agriculturist of India, who is noto- 
rious for his continuous borrowing from father to son, borrowing which, 
unfortunately, is rarely repaid, and where both the lender and the 
borrower are happy if interest only is regularly paid either monthly 
or yearly as the arrangement may be. 

Commercial Contracts. 

. 123. Regarding (1), it is acknowledged that for all commercial transac- 
tions, exchange can be covered for a period of 12 months ahead. If there- 
fore the importer in India elected at any time to keep his exchange open 
against some contracts to buy for delivery within the following 12 months, 
one need hardly consider his case. Such a person elected to speculate in 
exchange, and if he suffers, the fault cannot be anybody else’s but his own. 
Further, it has been widely known all over India sinoe July, 1924 that the 
existing statutory rate of 2s. to the rupee had to be changed for a more 
effective ratio, and no ordinarily careful person would have been justified 
in leaving his contracts open, or entering into contracts where he could 
not have covered his exchange. 

124. Speaking in the Assembly on the 1st of March, 1921, Sir Malcolm 
Hailey, then Finance Minister, explaining that the Government were not 
responsible for the losses of those who had traded, counting on the 2s. 
ratio being maintained, said ’■ — 

“ But. I would ask the House to remember that I definitely told the 
Legislative Council last year that it was impossible to say what varia- 
tions might take place in the rupee-sterling exchange throughout the 
year. Ordinary commercial prudence should have led merchants to 
cover their exchange.” 

125. If the Government of India had justification for what Sir Malcolm 
Hailey said in 1921 with reference to a rate which was put on the Statute 
Book, and to maintain which the Government spent such a colossal amount 
of Indians reserves, there is hardly anything to be said for a rate which 
is neither statutory, nor has the weight of official indication;* for, indeed, 
if there was an impression that the Government wanted Is. 6d. it was 
known that the Indian public were against changing the permanent ratio 
of India unless convincing proofs could be adduced. 

Industrial and Commercial Borrowings. 

126. The industrial and commercial corporations borrowing oyer a period 
of 20 or 30 years would not be prejudicially affected by having to meet 
their obligations at the gold value of the rupee at Is. 4a. if they entered 
into their obligations before 1917. It is only those who have had to borrow 
since 1917 who would be affected by the ratio of Is. 4 d. Ho figures are 
available as to the numbers or amounts thus involved, but in any case 
they cannot be very large. It must be admitted that those who borrowed 
when Exchange was unpegged and fluctuated between Is. 4 <3. and 2s. 10-JdL 
and from there down to Is. 3id. to the Is. 6d. of to-day, would sustain 
some unforeseen loss, or profit, according to their operations. But the 
Government resisted any claim from the commercial community affected 
by their inability to maintain the ratio at 2s. ; and the losses of persons 
adversely affected by a revision to the ratio best suited to the country’s 
requirements would "only be met by them with an expression of sympathy 
for the misfortunes of such people, and nothing more. These fluctuations 
perhaps were unavoidable up to a certain point during the aftermath of 
the War, and the best that can be done by. us is to decide as to who 
would be most injuriously affected by the ratio recommended, and whether 
they can be saved from its effects. 

The Agricultural Indebtedness. 

127. Looked at from this point of view, the indebtedness of the Indian 
agriculturist and the masses demands serious consideration. Mr. M. L. 

* Vide Sir Basil Blackett’s answers in the Assembly, 19th September. 1924, 
Vol. IV : No. 56, page 3812. 
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Darling, I.C.S., of the Punjab, estimates that the _ indebtedness of this 
class, including even the prosperous canal agriculturist in the Punjab, is 
over 600 crores of rupees.* It is probably another 200 crores on the Indian 
States. As the rate of Exchange between 1900 and 1917 was around about 
Is. Ad., it is only right to assume that most of this debt of 800 crores was 
contracted when the rupee was Is. 4 d. gold.. Now to put on the statute 
book Is. 6d . gold would practically mean putting a burden of 12J per. cent, 
on these borrowers, and this is a "class whose contracts ought to come in for 
full consideration in any decision to stabilise the rupee. Under the heading 
of Contracts, therefore," the higher figure of Is. 6 d. has little to recommend 
it, and very much against it. 


(3) Stability or a Is. 6 d. ratio. 

128. Another important consideration is whether the Is. 6<2. ratio is 
as easy to maintain as Is. 4c?. Officials of the Government of India have 
all maintained that in their opinion Government have the resources to 
maintain exchange at Is. 6<?. Mr. Kisch of the India Office, giving evi- 
dence, agreed in this, and several retired officials of the Government . of 
India have supported this view. On the other hand, the Indian Section 
of the London Chamber of Commerce have pointed out that India has had 
during the last five years successively prosperous monsoons, . and it must 
not be overlooked that India is liable to bad monsoons at intervals, and 
has had experience in the past of two and even three consecutive bad 
monsoons. Under such circumstances, the question of the possibility, of 
maintaining the rupee at the higher ratio of Is. 6d . is a matter of serious 
consideration. But even granting that the Government of India have . at 
the moment resources enough to support Exchange at Is. 6<? : , the question 
we have to decide is whether it is necessary to fix a ratio that would 
require larger resources to maintain, if the fixing of such a higher ratio 
can be avoided. None can say that the Government of India would not 
require larger reserves to maintain Exchange at Is. 6d. than at Is. Ad. ; 
in fact, a little lull in the export trade from March, 1926, necessitated 
resort to deflation in India to the extent of rupees 8 crores to maintain 
Exchange, and following the first deflation of 3 crores, an announcement 
that the Government would sell [Reverse Councils at Is. 5 %d. The very 
fact that a slight lull in the export trade necessitated this support, shows 
that Is. 6d. cannot be looked upon as so easy to maintain as Is. Ad. has 
proved to be between 1899 and 1914. Even granting that in the first year 
of an unfavourable balance of trade, the Government can maintain Is. 6rf. 
by selling Reverse Councils, should such a risk not be minimised, by adopt- 
ing the lower ratio of Is. Ad. which necessitated administrative support by 
sale of Reverse Councils only during two periods of extraordinary occurrence, 
not in India, but abroad? 

129. The occasions when Reverse Councils had to be sold, between 1899 
and 1924, are as under: — 


In 1907-08-09, total sales of Reverses . 


In 1909-10, „ 

In 1914-15, 

In 1915-16, ,, ,, 

In 1918-19, ,, ,, ... 

In 1919-20 and 1920-21, total sales of Reserves 


£ 

8.058.000 
156,000 

8.707.000 

4.893.000 

5.315.000 
55,532,000 


# It is clear that the 1907 to 1910 sales were due to the American 
crisis, and the 1914 to 1921 to the effects and the sequence of the War, 
and mismanagement of Indian Currency on the Babington-Smith Committee's 
majority^ recommendations. Therefore they were not Indian conditions 
which disturbed the statutory ratio of Is." 4d. f but external forces over 
which India had no control, and which could not have been foreseen or 
avoided. In the present case it is difficult, if not impossible, to ascertain 
to what extent the risk to which the freaks of nature in Indian climato- 


* P. 17 “ The Punjab Peasant in Prosperity and Debt 
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logy and an unfavourable balance of trade would expose the resources 
of the Government of India to the point of depletion, Why take any n>k 
in this connection if it can be avoided? I consider that by fixing ilio 
ratio at Is. Ad. this very substantial risk, which if not perceptible at the 
moment, is certainly not fanciful, can and should be appreciably 
diminished. 


(4) Melting Point of the Rupee. 

130. It has been contended that with a Is. 6 d. ratio the melting point 
of the I'upee will be at a higher figure (48d.) than with Is. 4 d. (43d.), 
and that this constitutes an advantage on the side of the Is. Qd. rate* 
But we recommend the issue of one rupee notes, convertible only into legal 
tender inoney and gold, and not into silver rupees, as a precaution against 
a rise in silver prices . The evidence of the American witnesses in this 
connection is illuminating, and indicates that inasmuch as silver is now 
mined mainly as a by-product of various ores, the anxiety of silver holders 
should be rather to sell it at or near the present price of 30c?. than to 
expect a rise. But should circumstances change in the future, Professor 
Sprague put it well when he said that if silver rose to or over 48 
there would be nothing to prevent it from going to 56d. or 66d. The 
melting point of the rupee as expressed in the price of bar silver there- 
fore ceases to be a consideration m deciding between a ratio of 1 5 - 6 d. or 
Is. Ad. 

(5) Ctjrrenot Reserves. 

131. A revaluation of the Reserves consequent upon the adoption of a 
ratio of Is. Ad. would make the position of the Central Bank easier, since 
the ad hoc securities in the Paper Currency Reserve would be reduced to 
the extent of about Rs. 14 crores. It will be seen from Paragraph 136 
that my colleagues have recommended that about Rs. 57 crores of created 
securities now in the Reserve should be converted during the course of 
the next tern years into marketable securities. The valuation of these 
securities at Is. Ad. instead of Is. 6 d. would reduce by 14 crores the 
amount of securities thus to be replaced and . pro tanto relieve the Gov- 
ernment of the necessity of borrowing in the open market. 


(6) Other Arguments for Is. 6d. Examined. 

Adjustments and the course of foreign trade. 

132. It is claimed by my colleagues (paragraph 190) that if adjustments 

to the Is. rate had not taken place, such non-adjustment would be 

reflected in the foreign trade of India, and either exports or imports 
would be subjected to a handicap. But, they say, tc the general trade of 
the country, taken as a whole, shows no signs of the imposition of such a. 
handicap 

133. My colleagues admit that Indm has had four good years # in suc- 
cession. Bearing in mind the low holding power of the grower in India, 
it is no proof of the suitability of the existing rate of exchange ^ that 
exports have continued, and have not shown a falling off since the higher 
rate has been in operation. The bulk of Indian exports consists of raw 
materials. If the crops are grown, they have to be sold before the next 
harvest, and this must be done whatever the rate, as long as there is any 
demand for them in the world markets. 

134. My colleagues from India will not overlook the constant complaint 
that has prevailed there since 1922-23, that trade generally has been slack, 
especially the import trade. In spite of four good years and lower prices- 
for imports, the Indian consumer has kept out of the market for imported 
articles beyond his imperative requirements. Even in Lancashire I under- 
stand that the feeling has lately been gathering that non-adjustment to a 
higher Indian exchange brings in its train a reduction in the purchasing: 
power of the Indian masses. 

135. My own conclusion is that no such inference as my colleagues draw 
from the course of India’s foreign trade is warranted. If anything, ther 
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■continued slack demand for imports is to be I'egarded as an indication 
of the lower purchasing power of the . masses, due to non-adjustment to 
the Is. 6d. rate. 

Absorption of gold . 

136. In Paragraph 203, my colleagues refer to the argument advanced 
by some witnesses that the higher rupee price of gold at Is. 4 d. as com- 
pared with Is. 6 d. would checjr the absorption of gold by India for social 
or alleged hoarding purposes. They point out that when adjustments to 
Is. 6d . are complete, the real cost of a tola of gold, sold at Rs. 21-3-10, 
will be as great as with Is. 4 d. at which its price would be about Rs. 24-8-0. 
They therefore admit that till adjustments are complete the rupee cost of 
gold would be lower relatively to other commodities, and gold would there- 
fore be more attractive to buyers in India. It is not, however, a question 
of lowering the exchange rate to check the absorption of gold for the next 
few years, but of the desirability of not raising the exchange rate from 
the level which, on other and vital considerations, has proved suitable to 
Indian conditions. 


Alleged effects of a reversion to Is. 4d. 

137. In Paragraph 206, my colleagues apprehend a profound disturbance 
in economic conditions throughout India by restoring the pre-war ratio 
of Is. 4d. This is an apprehension which must be fully examined. The 
feared rise in prices of exportable raw materials cannot be looked upon 
as a direct hardship to any one in India. A rise in rupee prices of im- 
ported articles may be a source of anxiety to those who manufacture for 
import into India. But even these manufacturers now realise that a 
higher rupee price would be made up for by the better purchasing power 
■of India as a whole. The extent to which the 1$. 4 d. ratio will entail 
a rise in prices of articles grown and consumed in India is the vital con- 
sideration in this argument of my colleagues. They apprehend a rise in 
the price of these articles to the full extent of 12i per cent, because they 
-conclude that internal prices are “ substantially” adjusted to the Is. Qd. 
rate. For reasons already stated, I do not accept this conclusion. I have 
shown that the index numbers used by them lead instead to the conclusion 
that adjustment to Is. 6d. is far from complete and that the major part 
of it is still to come. I therefore conclude that such disturbance as may 
ensue from the fixation of the lower ratio will produce a very insignificant 
disturbance in economic conditions, injurious to but a few, if any at all. 
On the other hand, insistence on stabilisation at Is. &d. 7 will not only 
produce, but, will prolong, the profound disturbance of economic conditions 
throughout India, which is just beginning to be perceived, and the worst 
•effects of which are still to come. 

13S. My colleagues apprehend that the lower ratio would severely hit 
consumers generally and the poorer paid members of the literate classes. 
If 79 per cent, of the people of India subsist on agriculture, it is difficult 
to understand the concentration of my colleagues on the interests of the 
other 21 per cent, who live on the production of this class. I am con- 
vinced that the adjustment to Is. 6 d. can at best be regarded as having 
just started. The official figures referred to in Paragraph 108 above show 
that the wages of the clerical classes are not on the border line of the 
present cost of living and the apprehension of my colleagues is, if I may 
say so, an exaggerated one. 

139. Regarding their plea in the interests of labour, I expected that 
after the experience of labour troubles in ^ Europe lately, they would have 
hesitated to put this apprehension of theirs in the way they have done. 
It may be that with the fixation of the 1$. 4 d. rate some industries may 
have to raise their wages if they are compelled to give their labour an 
increase corresponding to the index number of the cost of living* 

140. But most of the industries in India, including agriculture, have 
been paying, since 1921, a wage which is proportionately higher now than 
the increase in the cost ^ of living. A reduction in wages in India is, as 
said previously, not possible without serious conflict between the employer 
and the employee. Unless this conflict is to be forced on India, and 
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agriculture made less attractive thgin it has been hitherto, the argument 
advanced by my colleagues cannot be accepted. 

141. To my mind, in the conditions prevalent in India, both equity and 

expediency dictate that the monetary ratio most suitable to Indian con- 
ditions should be restored as the permanent ratio. Any partial considera- 
tion of the problem cannot but prejudice; but statesmanship requires fullest 
consideration of all aspects of the issues involved in this subject, and demands,, 
in the words of the Finance Member of tho Government of India, that 
the ratio be fixed C{ at whatever figure may be most truly in the interests, 
not of this or that section, not of the producer or the consumer or the^ 
taxpayer, considered in isolation, but in the best interests of India as a 
whole As far as labour is concerned, there should not be the least, 

doubt that the correct view is to ensure continuity of employment and 
the least possible disturbance to the legitimate interests of those who employ 
it. 

142. In the latter part of their Paragraph 206, my colleagues refer to- 
the inconvenience that would be caused to those wao deal in the Exchange 
Market. This, to a certain extent, would be inevitable, if the arbitrary 
decision of the Executive isi not endorsed on the several important grounds 
that I have already dealt with. 

143. Once the importance of the issues involved is fully realised, it can 
safely be said that the responsibility for such disturbance as is now in- 
evitable must lie with the Government of India who chose to go past the 
pre-war ratio, and made every effort to put India on to a ratio unsuitable 
to her as a permanent one. 

(7) Sanctity of a Ratio once Established. 

144. Finally, there is the sanctity of the standard of money payments* 
The Fowler Committee’s recommendation in regard to the standard and 
the ratio are perfectly clear. That ratio was set down on the Statute Booh 
even if their recommendations in regard to the standard or the Reserves 
were departed from in practice. Since 1893 the rupee has always been a 
token coin, representing by law till 1920, 7*53344 grains of gold. That the 
rupee has been, and is, a token coin, is admitted, both by the Chamberlain 
Commission and by the present Finance Member, the standard unit till 
1920 being 7-53344 grains of gold. All values have been measured in terms 
of that standard. An attempt was made in 1920 to change that standard 
to 11*30016 grains of gold, and although this was legalised, for all practical 
purposes it has never prevailed. ~ 

145. A standard being what it is, to measure weights or lengths or 
values with, it stands to reason that, once laid down by law, it cannot 
be lightly changed. As any change in the standard of weight or length, 
would constitute an injustice, so would any change in the standard of value* 
The British sovereign, as the standard unit value of the country must 
always contain 113 grains of gold. Any reduction or increase of this gold 
content would constitute an injustice on debtors and creditors. 

146. It is different with a token coin. Anw debasement of the shilling,, 
for instance, by making it smaller or of a lesser silver content, would not 
affect anyone; 205. would represent the sovereign. The rupee is a token 
coin, and its intrinsic value does not matter, but it cannot pass for 
more or less than 7-53344 grains of gold without constituting a currency 
fraud. The giver of a promissory note of 100 rupees bound himself to 

f ;ive 753 grams of gold. Any enactment laying down a higher gold value 
or the rupee would oblige him to give more gold than he undertook to pay* 
and than the holder was entitled to receive. Herein lies the injustice of 
a change in the ratio. 

Conclusion as to the Ratio. 

Claim of the debtor class # 

147. A change to Is. 6 d. hits the large hulk of the debtor class, to 
the benefit of the creditor class. I cannot conceive of any valid or moral 

* Para. 46. Budget Speech of the Finance Member, Government of India, 
February 28, 1925. 
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reasons fox- a step calculated to give the latter an unearned increment at 
the expense of the former. In India, perhaps more than anywhere else, 
the debtor class is the largest and the neediest, for whqm the Government 
has always evinced concern and solicitude. What unavoidable reason, then, 
is there to hit this class? Throughout the course of our enquiries I have 
not heard of a single argument, which I can reasonably accept as sound, 
even pointing to the inevitability, to say nothing of the justifiability, or 
imposing an additional burden on a class already overburdened. 

Suitability of Is. £d. 

148. A ratio moreover that stood for 20 years even during the American 
tcrises, till 1917, and was only disturbed as a result of the War, in common 
with the ratios of other countries in the world, cannot lightly be said to 
be a ratio that is unnatural to the Indian currency system. No change 
is therefore called for simply because for the last ten months the Govern- 
ment of India have managed by artificial measures to keep the value of 
the rupee round about Is. Qd., in accordance with a preconceived policy. 
In brief, exchange has never been allowed in recent years to find its 
own natural level; it has been regulated by the series of operations which 
I have already dealt with. 

Danger of tampering with the standard. 

149. There is another aspect of the matter that one cannot afford to 

ignore. Any tampering with the standard of value is bound to have serious 
political effects in India, and to cause distrust in its currency system and 
the financial administration of the country. A change in the standard 
is bound to shake the confidence of the people, who will feel that they 
have been wronged by it, that it has been lightly changed, and that it 
may lightly be changed again, for if a long established rate (I shall not 
'call Is. 4a. the legal rate after the enactment of 1920) is deliberately 
•changed, what is there to prevent another change being made again at 
any time in the future? Can the public rightly be led to believe that 
any contracts that they may make on the ratio now recommended by my 
.colleagues will not be subjected in future years to yet another change r 
Herein will arise the distrust of the people, not only in their own currency 
and financial system, but in their Government. Indeed, the political con- 
sequences of a change in the ratio cannot be contemplated without the 
most serious misgivings. Why invite such consequences and such mistrust 
when the “ permanent rate ” is still within reach, and that too with 
very slight disturbance, if any, to existing conditions? No other country 
has adopted a rate of exchange higher than its pre-war rate. Even 
Great Britain did not change her standard when the £ sterling dropped 
to 3‘3S. Nothing would have been easier than to have then enacted that 
the £ sterling should represent 15s. instead of 20s. ; but it was a question 
<of Britain’s eredit in the eyes of the rest of the world, and the question 

of the equity of the contracts based on the continued existence of the 

sovereign containing no more and no less than 113 grains of gold. Why 
should India be asked to appreciate her ratio when no other country 4 even 
in the most prosperous circumstances, has considered it just or advisable, 
or -even expedient to do so? 

The “ permanent rate ”. 

150. The Fowler Committee definitely recommended Is. 4d. as the 

“ permanent rate,” and a permanent rate should only be changed under 
absolute and unavoidable necessity. Other countries have made great sacri- 
fices to return to their pre-war ratios, which is a pi*oof of the sanctity 
.attaching to them. But in India it is not a question of making a great 
sacrifice to regain her “ permanent rate It is, at worst, a question 
of balancing the disturbance which may be caused by a reversion to 

Is. 4 d., and an adoption of Is. Qd- Even if it is granted that the dis- 

turbance involved in the former would be as great as the disturbance 
still to come with an adoption of a Is. Qd. ratio — which is the utmost 
that could be conceded — then the balance must be weighed, for the reasons 
stated, above, in favour of the Is. 4 d. ratio as being the “ permanent rate ” 
established on the authority of the Fowler Committee. 
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Vital importance of the ratio . 

151. I look upon the question of the ratio in this Report as being no 
less important than the question of the standard to be adopted for the 
Indian Currency System. I am convinced that if the absolute necessity, 
of the free inflow of gold, which I have emphasised, is recognised, and 
steps taken to ensure it, the gold bullion standard proposed will be the 
correct one, and the likelihood of its breaking down under the strain of 
any convulsions in the future will be as remote as it can reasonably be. 
But I have very grave apprehensions that if the recommendation of my 
colleagues to stabilise the rupee at Is. 6 cZ. is accepted and acted upon, 
India will be faced during the next few years with a disturbance in her 
economic organisation, the magnitude of which is difficult to estimate, but 
the consequences of which may not only hamper her economic develop- 
ment, but may even prove disastrous. Such a disturbance and its conse- 
quences my colleagues do not foresee to-day. But the possibility of their 
occurring cannot be ignored. Until adjustment is complete, agriculture 
threatens to become unattractive and less remunerative than it is to-day, 
and industries will have to undergo a painful process of adjustment, un- 
natural, unwarranted and avoidable — an adjustment which will be much 
to their cost, and affect not only their stability and their progress, but 
in certain cases, their very existence. And should Nature have in store 

for India a couple of lean years after the four good harvests that we 

have had, during the period of forced adjustment to a rate of 1 s. 6 d., 

the steps that the Currency Authority will have to take to maintain 

exchange at this rate may deplete the gold resources of the country to an 
extent that may seriously shake the confidence of her people in the cur- 
rency system recommended. 


Why take any risk? 

152. With extraordinary good luck the country may find it possible 
to avoid all these dangers. But why incur the risk at all? Why gamble 
on uncertain factors if India’s natural ratio of Is. 4d., that stood for 
20 years unshaken by the crisis of 1907-1908, and shaken only after 1917 
by a world convulsion, and then, too, mainly because of the embargo on 
the import of gold, is still within India’s reach? 

Unparalleled Procedure . 

153. The facts and figures that I have stated, and the records from 
which I have quoted, conclusively show that the Executive had made up 
their minds to work up to a 1$. 6 d. ratio long before this Commission 
was appointed to examine the question. Indeed, they have presented to 
us the issue in this regard as a “ fait accompli 9 " achieved them, not 
having hesitated by manipulation to keep up the rate even while we were 
in Session. I cannot conceive of any parallel to such a procedure in any 
country. 


PTTRSHOTAMDAS THAKURDAS. 
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